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A Financial Notebook 








Sterling Nears the Ceiling 


THE verdict on the budget delivered 
by the foreign exchange markets last 
month—and this is probably the most 
crucial verdict—was wholly reassur- 
ing. A spasm of weakness on the 
eve of the budget, which seems to 
have been brought about by rumours 
of an early General Election and by 
anxiety about Berlin rather than by 
fears that the Chancellor might go 
too far, quickly subsided and ster- 
ling greeted the budget with rises 
against nearly all currencies. By 
the third week of April the sterling- 
dollar rate, which had opened the 
month at $2.812, had been carried 
to within ¥ cent of the official upper 
limit of $2.82. 

Confidence was undoubtedly 
helped by the surprisingly good 
gold return for March. Despite the 
repayment of $200 millions of 
Britain’s drawing from the Inter- 
national Monetary Fund, the re- 
serves dipped by only $17 millions 
to $3,139 millions. Two special 
payments by Germany, totalling $97 
millions, contributed to this favour- 
able out-turn. Allowing for these, 
however, the true net gain in the 
month was $86 millions, the biggest 
gain since May, 1958. 

During March the German 
Government made a further ad- 
vance deposit of £224 millions with 
the Bank of England for the pur- 
chase of arms. This raised the 
deposit to the agreed £50 millions. 
The authorities disclosed that the 
whole of the £223 millions had been 
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transferred across the exchanges. 
The balance of £274 millions had 
been built up over the previous six 
months, but it is not known how 
far this represented the transfer of 
funds already in London. The Ger- 
man Government also made the first 
of three annual payments of £12 
millions toward the foreign exchange 
cost of maintaining British forces 
in Germany. The second payment, 
for the financial year 1959-60, was 
made last month and should be 
reflected in the reserves at the end 
of April. 

Last month the reserves may also 
have benefited from the decision of 
the Bank of France to end ratissage 
—the periodic “ raking in” of part 
of the foreign exchange balances held 
by the French commercial banks. 


How Many Investment Dollars ? 


Part of the rise in the reserves in 
recent months must be attributed to 
the increase in American investment 
interest in British companies. The 
list of American bids and acquisi- 
tions in the past six months, includ- 
ing the offer announced last month 
for the privately-held shares of 
British Timken, totals some $130 
millions and some commentators 
have suggested that the bulk of this 
money has flowed into the reserves. 

Last month, however, in the course 
of answering questions about Ameri- 
can bids, the Chancellor put the total 
accrual to the reserves in the past 
six months from such transactions 


at £15 millions ($42 millions). This 














figure does not take account of the 
British Timken bid. The remainder 
of the American purchases have been 
financed through security sterling 
and thus have had no direct effect 
upon the reserves. American invest- 
ment, therefore, cannot have ac- 
counted for more than a seventh of 
the true rise in the reserves between 
September and March. 

Moreover, as the Chancellor 
stressed, the flow of capital across 
the Atlantic is two-way. The amount 
of net new investment by the United 
Kingdom in the United States and 
Canada in recent years, the Chan- 
cellor estimated, has probably been 
equal to new North American in- 
vestment in this country. 


Nil Return from EMA 


The European Monetary Agree- 
ment, which replaced the European 
Payments Union at the end of 
December, appears to be working 
according to plan. ‘The amounts 
passing through the monthly settle- 
ments have been so small that the 
managerial board has decided that 
there is no point in issuing further 
monthly statements. In future state- 
ments of EMA’s operations will be 
published quarterly. 

As anticipated, virtually all 
exchange transactions between mem- 
bers of the Organization for Euro- 
pean Economic Co-operation are 
being cleared through the market 
and only a negligible amount is 
passing through the official monthly 
clearing. Very little interim finance 
has been extended and so far all 
borrowings have been repaid before 
the end of the month. 


CDC’s Fineznces Reviewed 


The financial structure of the 
Colonial Development Corporation, 
which has been a perennial grievance 
of the Corporation in recent years, 
is to be investigated by an inde- 
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Sinclair of Cleeve, the retiring chair- 
man of Imperial ‘Tobacco. For some 
time the Corporation has complained 
that it is required to undertake 
operations in which some risk is 
inherent but is allowed to finance 
these only by fixed loan capital. 
The nature of its business, it asserts, 
requires a proportion of equity 
capital. 

A reconsideration of the CDC’s 
financial structure has been made 
more urgent by the decision last 
year to leave the Corporation to 
borrow £20 millions from outside 
the Exchequer. Private capita] will 
not readily be forthcoming while 
the CDC’s balance sheet has to bear 
“Special Losses Account” of £8 
millions arising from the writing off 
of unsuccessful ventures in the first 
years of its operations. The appoint- 
ment of an independent committee 
to consider the many complex ques- 
tions raised is very welcome. 


Anglo-French Agreement 


While the negotiations for a 
European free trade area remain in the 
state of immobility that has gripped 
them since the stormy OEEC Coun- 
cil meeting of December 15, the 
two main antagonists in that clash, 
France and Britain, have made some 
attempt to minimize the consequent 
damage to their mutual trade by 
negotiating a bilateral commercial 
agreement. The full details of this 
agreement have not yet been pub- 
lished, but it is known that it re- 
duces the element of discrimination 
that threatens to handicap trade 
between France and Britain as com- 
pared with trade between France 
and its common market partners. 

It will be recalled that immediately 
prior to the coming into effect of 
the common market on January | 
last the six member countries under- 
took to increase their import quotas 





pendent committee headed by Lord 




















by 20 per cent for all OEEC coun- 
tries and that France raised its 
liberalization percentage to 90, thus 
fulfilling its obligations under the 
OEEC code. The increase of mini- 
mal and non-existent quotas to 
figures representing at least 3 per 
cent of the domestic production of 
the goods in question, however, was 
reserved by the common market 
countries for their own partners. 

The new agreement with Britain 
appears to go a good way towards 
removing the discrimination that this 
has involved. Higher quotas have 
been offered for the import of British 
cars and for Scotch whisky—now the 
snob drink of France. In exchange 
France will benefit from the 20 per 
cent increase in British import 
quotas of such items as optical and 
scientific instruments, toys and some 
agricultural produce. 

Another promising token of the 
wish of common market countries 
to remove the taint of autarky and 
exclusivism is the agreement con- 
cluded last month between Germany 
and New Zealand by which New 
Zealand is offered larger quotas for 
meat and fruit and the right to 
compete for whatever global quotas 
may be fixed by Germany for the 
import of butter and cheese. 


Mission to Moscow 
The Board of Trade has lost no 


time in following up the interest 
that Russian leaders evinced during 
Mr Macmillan’s recent visit in trade 
with Britain. A trade mission headed 
by Sir David Eccles, the President of 
the Board of Trade, will leave for 
Moscow in the middle of this month. 

It has been stressed that the pur- 
pose of the mission is not to seek 
orders for British goods but to 
establish a framework in which 
Anglo-Russian trade can develop 
naturally. In particular, the Board 


of Trade does not wish to set itself 
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up as a trading department dealing 
direct with Russia’s state trading 
organizations. The mission will 
merely seek to discover the goods 
that Russia is interested in as ex- 
ports and as imports and will discuss 
ways in which hindrances to trade 
in such goods can be reduced. 

The problem of finding suitable 
Russian exports may prove the more 
difhcult. At the moment Russia has 
surpluses of tin, aluminium and oil 
that it would be pleased to sell to 
Britain, but any substantial increase 
in these exports would cause serious 
damage to our traditional suppliers 
and the Government is not prepared 
to allow free entry to these products. 
There should be little difficulty in 
finding suitable imports for Russia. 
Russian officials have already indi- 
cated their interest in purchasing 
heavy plant and machinery and the 
only real obstacle to such purchases 
is Russia’s shortage of sterling. For 
this reason the question of export 
credits is likely to loom large in the 
Moscow talks. 


Advances Still Rising 


The prodigious rise in bank ad- 
vances which was set off by the 
ending of the credit squeeze last 
July gathered further speed in the 
four weeks to the mid-March make- 
up. ‘Total advances of the eleven 
London clearing banks, computed 
in the usual way, rose by a further 
£108 millions to {£2,441 millions, 
a new all-time peak and no less than 
£445 millions above their level at 
mid-July. At mid-March they repre- 
sented 36.8 per cent of gross deposits, 
the highest percentage recorded since 
1940. Excluding the extraneous 
transit items and the overdrafts of 
the nationalized industries (which 
rose by nearly £5 millions), aggregate 
advances rose by {107.5 millions. 
This represented a weekly rate of 
increase of just on {£27 millions, or 








about two and a half times the rate 
of increase in the last quarter of 1958. 

Several of the banks were again 
forced to finance part of the increase 
in their advances by selling invest- 
ments, and aggregate holdings of 
gilt-edged securities fell by some 
£36 millions to £1,816 millions. 
This, however, was the smallest fall 
in any month since last October. 
Barclays Bank, which recorded the 
biggest rise in advances during the 
four weeks, was again the biggest 
seller, reducing its portfolio by £18 


millions. As will be seen from our 
Mar 18, Change on 
1959 Month Year 
{mn {mn {mn 
Deposits... 6631.2 - 0.5 +265.8 
“Net’Dep 6327.7* —- 12.5 +241.4 
: 6235.0f - 8.8 
Liquid “I 
Assets 2053.1 (31.0) -— 87.8 -107.1 
Cash 547.0 (8.2) +- 14.1 + 31.2 
Call money 501.6 (7.6) +- 31.3 63.2 
Treas bills 877.4(13.2) -127.7 -—204.5 
Other bills 127.1 (7.9) - 54 + 3.0 
“ce Risk 99 
Assets 4368.8 (65.9) -+ 74.4 358.0 
Investments 1927.8 (29.1) - 33.7 -—165.9 
Advances§ 2441.0 (36.8) -+108.1 +523.9 
State Bds = 73.5 4.7 + 22.8 
, 2367.5 + 103.4 501.1 
Allother + 3396°0) 4107.5. 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

} Ratio of assets to gross deposits. 

§ Official total minus Lloyds Bank transit 
item. 

'| Excluding transit items. 


regular table on page 342, however, 
these sales enabled Barclays to show 
a liquidity ratio of 31.5 per cent—a 
ratio surpassed among the big banks 
only by the Westminster. Lloyds 
Bank showed a ratio of less than 
30 per cent. 

The average liquidity ratio of the 
eleven banks, which usually reaches 
its seasonal low in March, dropped 
from 32.3 per cent to 31.0 per cent. 
This fall was approximately the 
same size as that recorded in the 
corresponding period of 1958, when 
the ratio declined from 35.2 per cent 
to 33.9 per cent. ‘The seasonal con- 


traction in liquid assets in the four 
weeks amounted to {£88 millions, 
which was £5 millions less than in 
the same weeks of 1958. The fall in 
liquid assets and investments thus 
more than offset the increase in 
advances, and, as the accompanying 
table shows, net deposits dropped 
by £12.5 millions to £6,328 millions. 
This was rather less than the normal 
seasonal decline and the seasonally- 
adjusted index compiled by Lloyds 
Bank rose by 0.2 to 113.7 (1948 
=100), thus almost regaining the 
all-time peak of 113.8 registered at 
the end of December. 


NP’s Generous Rights 


The National Provincial Bank is 
the third of the clearing banks to 
take advantage of the opportunity to 
raise new capital afforded by the 
suspension of the Capital Issues 
Committee’s control on February 5. 
It is inviting shareholders to sub- 
scribe for 10,513,162 £1 shares at 
par by a one-for-one rights offer. 
The issue will produce {10.5 mil- 
lions and bring the total disclosed 
resources of the bank to £34,898, 736, 
a much greater increase propor- 
tionately than either the Midland 
Bank’s one-for-eight offer to raise 
£4 millions in February or Lloyds 
Bank’s more recent one-for-four offer 
to raise {13 millions. 

The most striking feature is the 
liberality of the terms—no doubt 
due in part to the National Provin- 
cial’s relatively high ratio of pub- 
lished reserves to deposits. At the end 
of 1958 this ratio stood at 1.6 per 
cent—the highest of any of the Big 
Five banks. As the existing shares 
stood at 98s 6d before the announce- 
ment, the rights were worth no 
less than 39s 3d. The new shares 
will not, however, participate in the 
interim dividend payable on the 
present capital in July. The issue 
will raise National Provincial’s ratio 
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of capital and published reserves to 
gross deposits (on the basis of de- 
posits at December 31) from 2.8 per 
cent to just over 4.0 per cent. This 
comfortably exceeds the new Mid- 
land ratio of 2.7 per cent, but not 
that of Lloyds which will be raised 
by the cash issue to 4.6 per cent. 

Barclays Bank has announced its 
intention of making a rights issue, 
but no indication of the amount or 
the terms has yet been given. 


Wages by Cheque 

One of the principal obstacles 
to the payment of wages by cheque 
was removed last month when the 
Trades Union Congress agreed to 
the proposition that when a worker 
consents to be paid by cheque the 
law should not require that he be 
paid in cash. It also agreed that— 
again provided that the worker con- 
sented—it should be made possible 
to pay wages directly into a bank 
account, and that payment by postal 
or money order should be allowed 
when the worker is absent through 
sickness. 

These proposals were submitted 
by the Minister of Labour to the 
National Joint Advisory Council— 
a body consisting of representatives 


of the British Employers’ Con- 
federation, the nationalized industries 
and the TUC. They were approved 
with the proviso that any legislation 
to implement them should include 
‘a positive statement of the worker’s 
right to continue to be paid in cash 
if he so desired ”’. 

Legislation to give effect to the 
proposals is not expected to be 
introduced in the present session of 
Parliament. The Minister of Labour 
has promised to consult representa- 
tives of the shopkeepers and the 
banks before putting a bill before 
Parliament. 


Latin America’s New Bank 


Latin America seems likely to 
have a development bank of its own 
after all. Concrete proposals were 
put forward at a meeting in Wash- 
ington early last month attended by 
representatives of twenty Latin 
American states. The proposals will 
require ratification by the govern- 
ments of the countries concerned, 
including the United States. The 
new institution, to be called the 
Inter-American Development Bank, 
will have an initial capital of $1,000 
millions, which will be raised even- 
tually to $1,500 millions. 
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It is intended to work in con- 
junction with private banks and with 
local and international credit agencies 
and will be divided into two organi- 
zations. The first, the Inter- 
American Development Bank proper, 
will provide loans for development 
projects, repayable in the currencies 
in which they are made and subject 
to normal banking interest rates and 
conditions. The second organiza- 
tion, the Special Operations Fund, 
will provide loans at favourable rates 
of interest for public works, repay- 
able in local currencies. 

The most interesting feature of 
the plan is the participation of the 
United States, which has hitherto 
considered that its own well-tried 
Export-Import Bank and Develop- 
ment Loan Fund adequately meet 
the needs of Latin America, and has 
viewed proposals for a further credit 
agency with obvious distaste. 


Closer Bank-HP Link 


The association between banks 
and their hire-purchase subsidiaries 
seems likely to become rather closer 
than was envisaged last summer. 
Last month the International Har- 
vester Company, a customer of the 
Midland Bank, and the Forward 
Trust, Midland’s HP subsidiary, 
launched a scheme by which the 
purchase on instalment terms of 
tractors and farm equipment manu- 
factured by the company can be 
arranged through any of the 2,600 
branches of the Midland and its 
afhliated banks. Each branch of the 
Midland, the Clydesdale & North 
of Scotland and the Belfast Banking 
Company will in effect become a 
clearing point for documents relat- 
ing to the transaction, though the 
actual finance, of course, will be 
provided by Forward Trust. 

From the finance house’s point of 
view the scheme should lead to an 
expansion of business and achieve 


a substantial saving in overheads, 
International Harvester for its part 
should be well pleased at the terms 
—muinimum deposit 10 per cent and 
an interest charge of 53 per cent for 
twelve months—and at the greater 
ease of financing the purchases of 
farmers in remoter parts of the 
country. The Midland Bank pre- 
sumably regards its role as purely 
that of intermediary, though it will 
no doubt welcome the small farmer 
who enters the bank—possibly for 
the first time—to sign the HP 
contract. 

It is obvious that this scheme will 
be studied closely by other banks 
and it may well be followed by 
further links between manufacturers 
and the finance house subsidiaries of 
their bankers. 


American Bankers in London 


The American Bankers’ Associa- 
tion, following the example of the 
American Bar Association in 1957, 
is to hold its annual monetary con- 
ference in London, in Fishmongers 
Hall, from May 5 to 8. This will 
be the first time that this con- 
ference—which is a private gathering 
confined to high executives—has 
been held outside the United States. 
Discussion will focus on problems 
of international banking policy and 
practice. About fifty or sixty men- 
bers of the association will be present, 
among them representatives of the 
Federal Reserve and of the World 
Bank, including, it is hoped, Mr 
Fugene Black. Many leading con- 
tinenta] bankers are also expected to 
attend. . 

Sir Oliver Franks, chairman of 
Lloyds Bank, will make a welcoming 
address. The programme includes 
a reception at the Bank of England, 
a banquet given by the Committee 
of London Clearing Bankers, and 
addresses by Mr Heathcoat Amory 
and Mr Robert B. Anderson. 
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Financing the Expansion 


DISTINCTIVE quality of Mr Heathcoat Amory’s first budget, 

we remarked last year, was that nobody had criticized it as being 

too soft—it was as disinflationary as anyone could wish. His 

second budget earns the opposite distinction. Hardly anybody 
has criticized it as being too cautious. Its aim is as reflationary as any 
responsible commentator had advocated, and a good deal more so than 
most people had expected. Has the Chancellor gone too far ? 

In the City, in particular, there is a lurking suspicion that he may have 
done, though some of these fears seemingly reflect a confusion of thought. 
To some people this budget appears reasonable and desirable when they 
look to the general state of the economy, yet they find it extravagant and 
disquieting when they look to the state of the Exchequer accounts and try 
to guess how the Treasury will finance its “ overall’ deficit. This explains 
the uneasiness that has beset the gilt-edged market, and the spectacular 
flop of the new LCC loan. Is it rational, however, to try to distinguish 
the economic from the monetary and financial effects of this budget? If 
the economic stimulus is judged to have been kept within safe bounds, 
need we be worried about the method and cost of financing it? Or should 
we approach the problem from the opposite end, and regard the likely 
financial effects as the criterion of what is economically safe? ‘These are 
the questions upon which this article will mostly focus; the economic back- 
ground, as displayed in the annual Economic Survey and the white paper 
on the balance of payments, is examined in a later article. 

The tone of this Survey, and especially of Mr Amory’s own sketch, had 
seemed to presage a restrained budget. __In particular, he pointed out that 
last year’s record surplus on the balance of payments was earned mainly 
in the first six months; that the expansion of the economy may cause 
imports to outpace exports, while the gold reserve, owing to capital pay- 
ments, is likely to decline somewhat this year; and that, at home, though 
there are reserves of capacity and manpower, the unused capacity is very 
unevenly spread. ‘This concept of reserve capacity did, however, play its 
expected dominant rodle in the Chancellor’s thinking. One of his “ basic 
assumptions ’’ was that “ physical possibilities both of capital equipment 
and of manpower now exist for an appreciable increase in production above 
its present level ”’. 

The assumptions about the likely course of demand came close to those 
put forward in The Banker last month. The Chancellor looked to some 
further rise in consumption, but at a diminishing rate; to a small rise in 
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total fixed investment in the private sector (he is more optimistic here than 
many unofficial observers, but these may be focusing unduly upon manu- 
facturing industry); a bigger increase than previously forecast in public 
investment; the maintenance of public authorities’ current demands (for 
goods and services); the stabilization for a few months, with the hope of 
some increase later, of exports; and possibly some net addition to stocks. 
On these hypotheses, the Chancellor expected domestic production to go 
on rising, but only slowly, and with some risk of deceleration in the second 
half of the year. Such a prospect, he thought, would not “‘ represent a 
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1958-59 1959-60 1958-59 1959-60 
Budget Budget Budget Budget 
Revenue Esti- Out- Esti- Expenditure Esti- Out- Esti- 
mate turn mate mate turn mate 
Income Tax .. os 2,313 2,322 | 2,147 | Interest on Debt .. ie 695 663 600 
Surtax .. - - 163 167 171 | Sinking Funds - ea 38 38 39 
Death Duties .. “ 164 187 195 | Northern Ireland .. ie 73 77 79 
Stamps .. 56 65 68 | Miscellaneous as - 10 8 10 
Profits Tax, Excess Pro- 
fits —Tax and Excess TOTAL CONSOLIDATED 
Profits Levy 275 275 274 FUND SERVICES. 816 786 728 
Other Inland Revenue 
Duties ie ac — 1 1 Supply: or ew a 1,418 1,468 1,502 
Civil (including 
TOTAL INLAND REVENUE | 2,970 3,016 2,856 Tax Collection) 2,841 2,849 2,993 
Customs and Excise .. 2,189 | 2,191 2,150 
Motor Duties .. os 104 107 104 TOTAL SUPPLY .. - 4,259 4,317 | 4,495 
TOTAL TAX REVENUE .. 5,263 5,314 5,110 
Post Office (Net Receipt) 2 — — 
Broadcast Licences... 34 34 35 
Sundry Loans .. a 30 27 30 
Miscellaneous .. - 110 105 150 Total Expenditure és 5,075 5,103 5,223 
Total Revenue + 5,439 5,480 §,325 Surplus .. - - 364 377 102 
BELOW THE LINE 
Receipts | Payments 
Interest outside Budget 205 | 206 | 240 | Interest outside Budget .. 205 206 240 
Export Guarantees— | Export Guarantees a 4 22 50 
Repayments .. ; 7 8 7 | Post-war Credits .. + 18 18 89 
Housing receipts from War Damage 20 18 18 
Votes . ; 8 7 8 | Scottish Special Housing. . 6 5 6 
Local Authorities— Armed Forces—Housing . 2 2 2 
Repayments .. 52 52 55 | Loans to Local Authorities 65 — — 
Post Office capital repay- Loans to Northern Ireland 
ments from Votes .. 7) 10 10 Exchequer ? + 3 = 3 
Film Corporation— Loans for New ‘Towns 
Repayments . . — — — Development... 31 28 31 
Nationalized Industries Post Office capital expendi- 
(other than National ture 38 43 41 
Coal Board)— Loans for House Purchase aa — 25 
Repayments aa 29 29 47 | Loans to Colonial Govern- 
New Towns— ments — o— 20 
Repayments .. 1 1 1 | Loans for Development of 
Town and Country Plan- Inventions 1 1 l 
ning Acts— Town and Country Plan- 
Repayments 4 3 3 ning Acts— 
Potato Marketin g Compensation payments 1 1 l 
7 Overseas Resources— 
Rep _ 6 s 1 Colonial Development .. 12 6 10 
PO ge Arma- Loans to Potato Marketing 
ments Credit— Board... 2 l ~— 
Repayments ee —~ = — | Loans to Sugar Board (net) 8 — —- 
Other repayments i. 2 2 2 | National Coal Board— 
| Capital expenditure (net) 76 88 90 
Loans to other National- ‘ 
Total B/L Receipts .. 323 326 382 ized Industries .. - 370 352 490 
Transport (Railway  Fin- | 
Net Expenditure ances) Loans... - 61 4 88 
Below Line. 600 559 823 | 
Less Above Line ‘Surplus 364 377 102 
eee 1 
Overall Deficit i 236 182 | 721 | Total B/L Payments .. 923 885 | 1,205 ) 
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full enough use”’ of ,the productive resources. Moreover, the external 
account could now afford the increase in imports that would naturally 
accompany a (moderate) expansion of domestic demand, while Britain had 
a duty to contribute, by increased buying, to the re-expansion of the world 
economy. External considerations thus joined domestic ones in making it 
possible, as well as desirable, ** to accelerate somewhat, but not excessively, 
the already slightly rising trend of production ”’. 

Moderate though the aim was thus stated to be, it yet led the Chancellor 
into bigger immediate fiscal reliefs, in money terms, than have ever been 
granted before. He cut the standard rate of income tax from 8s 6d to 7s 9d 
in the £ (and the “ reduced ”’ rates by 6d each), the largest reduction since 
that made at the end of the war; he reduced purchase tax, except the lowest 
bracket, by one-sixth; and altered the beer duty and liquor licences so as 
to reduce the price of beer by 2d a pint (on the argument that this was 
the cheapest way, in terms of sacrifice of revenue, of reducing the cost-of- 
living index). These changes, plus the few minor ones detailed in the 
table on page 286, will cost £295 millions in the current year. 

In addition, for the sake of giving a further once-for-all stimulus this 
year, the Chancellor decided to accelerate repayment of the post-war 
credits, to the extent of £71 millions. He is also taking powers to make 
repayments by statutory order, which would enable him to grant a further 
release quickly if the economy seemed in need of still further stimulus 
“later on in the year ”’. 

In the current fiscal year, the total cost of these proposals to the Ex- 
chequer (the post-war credit repayments, of course, figure “‘ below-line ”’ 
and thus do not affect the budget surplus as conventionally defined) will 
thus be £366 millions, or roughly the same as the first full-year cost of the 
tax reliefs alone. ‘The cost in 1960-61 will be £3704 millions, including 
the first effects of the decision to replace two-thirds of the “ initial ”’ allow- 
ances on new expenditure on plant and machinery, etc, by “ investment ”’ 
allowances—that is, to substitute to that extent an outright subsidy for an 
accelerated depreciation allowance. 

While this is a larger release of funds than had been generally expected, 
it is questionable whether the effective reflation—that is, the effects upon 
the volume of internal demand—will be perceptibly bigger than many com- 
mentators had been regarding as both justifiable and safe. Of the £192 
millions abatement of income tax this year, £57 millions will relate to 
the undistributed profits of companies (£63 millions in a full year), and 
is most unlikely to be quickly translated into bigger dividends or additional 
investment; the same is true of some of the minor tax reliefs, such as that 
to the bus operators. A proportion of the income tax relief accruing to 
individuals may likewise be expected to be saved, and possibly a slightly 
larger proportion of the windfall to holders of post-war credits. If these 
proportions were to be, say, one-tenth and one-fifth respectively, the total 
Prospective addition to savings would represent roughly one-quarter of 
the total reliefs (assuming that the whole of the £90 millions odd of reliefs 
this year to indirect taxpayers will be expended in additional consumption). 
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The prospective direct addition to the demand for goods and services 
would then be, not £366 millions, but some £275 millions.* Not all of this, 
however, would be spent on domestic goods; a portion, officially estimated 
at {60-70 millions, would be expended on imports, visible and invisible. 
Hence the direct addition to the demands on the domestic productive 
machine might be no more than £215 millions—a figure that fits very 
comfortably into the {200-300 millions range of “effective stimulus 
through the budget ”’ that The Banker advocated last month, when it sug- 
gested that the aim should be to extend the reflationary forces so as to 
raise the gross domestic product in the next year or so by 3-4 per cent. 

The total eventual addition to domestic demand should, of course, be 
larger than the amount directly resulting from the budget, partly because 

THE TAX CHANGES AND THEIR COST 


Estimate for Estimate for 




















1959-60 a full year 
£mns {mns 
Income Tax 
Reduction of 9d in the standard rate and of 6d in each of 
the reduced rates . ’ - és re — 192.00 — 229.00 
Income Tax and Profits Tax 
Re-introduction of investment allowances Negligible + 
Profits Tax 
Increase in allowable amount of directors’ remuneration 
to £3,000; or £5,000 for two full-time working direc- 
tors, £7,000 for three and £9,000 for four or more Negligible —- 3.00 
Estate Duty 
Treating gifts of life assurance policies like other gifts . . Negligible Negligible 
Stamp Duties 
Replacing the present duties on sea insurance policies by 
a fixed duty of 6d va ~ - is - 2.00 - 3.00 
Corporation Duty 
Repeal Negligible Negligible 
Total Inland Revenue — 194.00 — 235.00 
Customs and Excise 
Beer .. ; — 31.50 — 34.50 
Hydrocarbon ‘oils Negligible Negligible 
Liquor licences —- 4.50 - 5.50 
Purchase tax. —- 59.00 —- 81.50 
Total Customs and Excise .. — 95.00 — 121.50 
Motor Vehicle Duties ~ 6.00 - 3.50 
Total Cost ~— 295.00 — 360.00 
Post-war Credits 
Reducing the qualifying age by two years — 35.00 Nil 
Payment on death — 34.00 — 1.00 
Payment in specific cases of hardship - 2.00 Negligible 
Payment of interest (24% tax-free) Negligible t 
— 71.00 -~ 1.@ 


+ No estimate for a full year can be given as the cost will increase year by year so long 
as the allowances remain in force and will depend on the actual level of new investment. 


The cost in 1960-61 will be about £93 millions. 


t The cost will rise steadily to about £7 millions in 1980-81, declining slowly thereafter. 


— 








* To this there has to be added any additional investment outlays induced by the new 
allowances, and especially by the Chancellor’s hint that these may be withdrawn before very 
long. Even so, the response this year does not seem likely to be large. 
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the more expansive atmosphere may make the public more willing to spend 
(and, later, to invest) and partly because any rise in domestic expenditure 
tends to have cumulative effects. To the extent that the expenditure 1s 
met by additional output of domestic goods and services it creates addi- 
tional incomes for home producers, and a part of those additional incomes 
will in turn eventually be spent on additional domestic goods—and so on, 
as the Chancellor put it, in diminishing sequence. In the short run, 
at least, this secondary addition to demand is likely to fall well short of 
the initial expenditure. At the first stage, part of the expenditure will 
return forthwith to the Exchequer in indirect taxes; then, at the second 
and later stages, part of the created incomes will be similarly mopped up 
by direct taxes, a further part will be saved, a part spent on imports, and 
part (in its turn) will be absorbed by indirect taxes. 

To judge from a statement by Mr Reginald Maudling in the budget 
debate, the official assumption is that the initial impetus to domestic demand 
may be “‘ multiplied ”’ by, say, some 170 per cent, raising it (as it happens) 
to fully the amount of the monetary cost of the budget reliefs. Such an 
injection of demand would be equivalent to rather less than 2 per cent 
of the gross domestic product, or to much the same increase as seemed to 
be in prospect before the budget. In short, the total prospective increase 
now appears to be of the order of 3-4 per cent; and one does not need to 
accept any extravagant theoretical estimates of unused capacity in order to 
feel reasonably sure that the economy will be able to supply such a demand 
without overstrain upon its resources. 

But the danger-points for expansive budgeting lie much closer than those 
at which a new ‘“‘ demand-inflation”’ might be threatened. Does this 
budget equally satisfy these more exacting tests—that it will not overstrain 
the balance of payments, will not start a new turn in the wages-prices 
spiral, and will not prejudice the chances of resisting inflationary pressures 
when they next do arise ? On the first point, the official assumption before 
the budget was that there would still be, this year, a ‘‘ respectable ”’ current 
surplus on the balance of payments, possibly one of £250-300 millions. 
Now, as a direct result of the budget, the authorities are presumably 
reckoning that the surplus may not be more than, say, {200-250 millions. 
Provided that no extraneous factor (such, for example, as the approaching 
General Election) shakes confidence in sterling, that would be a fully 
adequate basis for stability, since it would finance most of the expected 
long-term investment. The main risk to the current account seems to 
lie in the possibility (hardly in sight at present) that a rising tempo of 
activity overseas as well as at home might lead to a considerable re-stocking 
and thus to a disproportionate rise in imports. In those circumstances 
the stability of sterling might turn upon the ability of London to borrow 
at short term to finance a substantial part of its long-term lending; but it 
is worth noting that it would be in precisely those circumstances that the 
London balances of primary producing countries would be most likely to 
rise—pending their translation into the additional imports that would later 
help to redress Britain’s own current balance. 
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On the second point, the risks of a new wage pressure upon costs, few 
people have at present any serious doubts, thanks to the relative stability 
of retail prices in the past twelve months or so, to the atmosphere of 
restraint that may be hoped for in election year, and to the fact that expan- 
sion should relieve costs by giving a wider spread of overheads. The 
Chancellor, moreover, seems determined to keep vigilant on this front. 
“It is impossible ’’, he said, ‘‘ to exaggerate the importance of our main- 
taining and indeed improving our competitive position through efficient 
investment and lower costs’’. If the progress towards price stability is to 
continue, “‘ almost everything depends on the degree of restraint shown in 
wage negotiations this year ”’. 

It is on the third point, on the possible threat to stability in the some- 
what longer run, that most doubts have been voiced about this budget— 
as, for example, by Sir Oscar Hobson later in this issue. Although the 
Chancellor’s estimates of tax revenue (and debt interest savings also) were 
fully up to expectations, the state of the Exchequer accounts seems to have 
taken many people by surprise—chiefly because of a failure to realize the 
full effect, upon the capital outgoings ‘‘ below-line’”’, of the reflationary 
measures already set in motion. Before the budget changes, net expendi- 
ture below-line was estimated at {£482 millions, more than twice as much 
as was actually spent last year; and, after crediting the prospective above- 
line surplus, the “ overall” deficit was £355 millions. The budget reliefs, 
as the accompanying tables show, add a roughly equivalent sum, raising 
the prospective deficit to {£721 millions. 

This is a formidable total, by any standards. Yet, so long as we are 
satisfied that the “‘ real’ expenditures it represents will not overstrain the 
real resources of the economy, there will be no reason to fear that the 
resultant increase in Government borrowings will be in itself inflationary. 
Will it, however, involve such an increase in bank credit and, in particular, 
in bank liquidity as might leave the economy vulnerable to some future 
threat of inflation? ‘That is perhaps a greater risk, though whether it 
materializes may largely. depend upon psychological factors. ‘The more 
the markets fear this deficit, the more will they have cause to fear it, because 
the larger will be the proportion of it that may have to be financed by bor- 
rowing net new credit from the banking system. 

In the absence, however, of any major decline in receipts from “ national ” 
savings, the amount of net new finance the Government needs to raise 
through the gilt-edged market may not be substantially greater in the 
coming year than the amount actually raised in 1958-59. Last year the 
Government had not only to finance a disclosed ‘“ overall ”’ deficit of £182 
millions but also to provide the sterling counterpart of the current surplus, 
totalling perhaps £370 millions, on the external balance of payments; yet 
it was able to reduce its indebtedness to the banking system by between 
£250 and £300 millions. In other words, it borrowed from domestic 
sources other than the banks a total of £800-850 millions (including, of 
course, the £300 millions or so of national savings). This year, as already 
noted, the current external surplus may not be larger than £200-250 
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millions, making with the overall deficit a total borrowing requirement of 
£920-970 millions. ‘That would be £120 millions more than was actually 
raised outside the banking system last year; and, on the basis of the esti- 
mates made earlier in this article, some three-quarters of that difference 
might be financed, directly or indirectly, by the £90 millions of additional 
private savings accruing from the budget reliefs. 

The general assumption at present seems to be that the Government 
will not in fact be able to borrow as much in the market this year—not, 
at least, without provoking a rise in interest rates. But if that assumption 
is valid, it still does not necessarily mean that interest rates will or should 
rise significantly. Admittedly, they are likely to do so unless the supply 
of credit at least keeps pace with the expected rise in the national income. 
A credit expansion on that scale—equivalent to a rise in bank deposits by 
{200-250 millions over the year—would not be, however, an unreasonable 
accompaniment of the reflationary effort, given the fact that the economy 
is not at present in any high degree of liquidity. But if that extent of 
credit expansion is to be regarded as the limit, much may turn, for the 
gilt-edged market, on how far bank advances continue to rise. If they 
were to go on rising at their recent rate (which is surely most improbable), 
the rise in deposits could not be kept within the limit unless the Govern- 
ment raised additional sums in the market in order to reduce its indebted- 
ness to the banking system still further. On the other hand, if the rise in 
advances markedly slackened, the Government could afford to take up 
some new Credit itself—and then might actually be borrowing less, in total, 
from the market than it did last year, without provoking any faster rise 


in bank deposits. 





The Economy Surveyed 


HE improvements in official statistics achieved in the past three 
years and the proliferation of official and unofhcial commentaries 
on the progress of the economy have inevitably stolen much of 
the thunder of the Treasury’s annual Economic Survey. ‘This 
year’s Survey,* moreover, is even more reluctant than its immediate pre- 
decessors to venture predictions. The economy’s performance in 1958, 
however, was sufficiently unusual and instructive to give especial interest 
to a comprehensive official analysis. For the first time since before the 
war the gross domestic product last year was lower—in real terms—than in 
the preceding year. This fall—of about £120 millions at 1957 factor cost 
—was associated with a record current surplus in the balance of payments, 
the highest rate of unemployment in any post-war year apart from 1947 
* HMSO Cmnd 708; price 3 shitungs. 
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and a further increase in wage costs per unit of output. The connections 
between these last three facts and the decline in demand constitute one of 
the most inexhaustible fields of controversy among economists; the 
authorities’ views, where they are given, deserve special study. 

The proximate causes of the fall in gross domestic product last year are 
clear enough. As the accompanying table shows, exports of British goods 
and services (at 1957 factor cost) dropped by £100 millions between 1957 
and 1958, current expenditure of public authorities by £45 millions, and 
investment in stocks by £275 millions. ‘These falls were partly offset by 
an increase of £290 millions in consumers’ expenditure, but the net result 
was a decline of some £130 millions in the total demand on resources. 
This decline was reflected in a drop of £120 millions in gross domestic 
product and of £10 millions in imports. 

Gross fixed investment, which had risen by £140 millions in each of the 
preceding two years, held steady in 1958, decreases in house construction 
by local authorities and in investment by manufacturing industry being 


TABLE I 
CHANGES IN EXPENDITURE AND SUPPLIES IN REAL TERMS 
(£, millions, 1957 factor cost) 
Changes Between 





Expendi- 











ture in 1955 and 1956 and 1957 and 
1957 1956 1957 1958 
Expenditure : 
Consumers’ expenditure , 12,043 +120 -220 -+-290 
Public authorities’ current expenditure 3,485 —- 25 — 145 — 45 
Gross fixed investment 7" a 3,205 140 140 — 
Investment in stocks ; , 340 — 75 55 —275 
Exports of goods and services ei 4,438 275 55 — 100 
Total ~ ‘i - 23,511 + 435 + 325 — 130 
Supplies : ; 
Gross domestic product - - 19,078 +. 320 +210 — 120 
Imports of goods and services “A 4,433 +115 +115 - 10 
Total . we 23,511 +435 +325 — 130 























—_ 











balanced by increases of 5$ per cent in private house building and of 
11 per cent in investment in retail and wholesale distribution and other 
services. ‘This year public sector investment will take up the running and 
is expected to be no less than 11 per cent higher in real terms in the financial 
year 1959-60 than in 1958-59. ‘The capital expenditure programmes of 
the public sector are set out in a valuable appendix to the Survey. The 
Electricity Council is planning to spend £54 millions more in the present 
financial year, the British Transport Commission £50 millions more, the 
National Coal Board {17 millions more, and the Gas Council £6 millions 
more. Expenditure on roads is expected to rise by another {£12 millions 
to £66 millions (more than double the total in 1957-58) and miscellaneous 
expenditure by local authorities by {£14 millions. ‘Total public sector 
investment in 1959-60 is expected to rise by £158 millions and thus to pro- 
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vide a powerful stimulus to the economy. Private investment, in the words 
of the Survey, “‘ is unlikely to be lower in 1959 than in 1958 ”’. 

In 1958 the only stimulus to the economy was provided by consumers’ 
expenditure, which rose by more than in either of the preceding two years. 
The increase was concentrated mainly in the closing months of the year 
following the ending of the credit squeeze and the removal of all restrictions 
on hire purchase. ‘There were signs in February and March that the pace 
was slackening. 

The increase in consumers’ expenditure last year was slightly greater 
than the increase in disposable income and there was therefore a small 
reduction in personal savings from {£1,484 millions to {1,471 millions—a 

TABLE II 


BRITAIN’S BALANCE OF PAYMENTS 


(£ millions) 






































1957 1958 
1958 July- 
1956 1957 (provi- July- Jan- Dec 
sional) Dec June (provi- 
sional) 
Current Account 
VISIBLE TRADE 
Imports (f.o.b.) se : 3,462 3.500 3,309 1,766 1,613 1,696 
Exports and re-exports (f.0.b.) 3,407 3,515 3,429 1,733 1,754 1,675 
Balance —- 55 —- 58 +120 — 33 +-141 - 21 
INVISIBLES 
Government: 
Debits — 258 — 248 —272 —117 —135 -—137 
Credits 91 +105 56 + 29 + 34 + 22 
Shipping: 
Debits — 412 — 444 — 343 — 210 —175 — 168 
Credits a - - 547 554 +510 -+- 268 -+- 260 +250 
Interest, profits and dividends: 
Debits — 259 — 251 — 285 —127 -— 126 —159 
Credits +374 + 360 + 338 +-186 +167 +171 
Travel: 
Debits —129 — 146 —152 — 91 —- 58 — 94 
Credits si .. +121 --129 137 73 t- 60 - 77 
Migrants’ funds, legacies and 
private gifts (net) —- 28 — 43 —- 28 — 22 — 12 — 16 
Other (net) +275 305 -374 - 193 +171 203 
Balance 292 321 335 182 +- 186 -149 
CURRENT BALANCE . |. 237 +263 455 + 149 |. 327 128 
LONG-TERM CAPITAL (NET). . -251 — 198 — 236 —- 20 — 104 — 132 
Balance of current and long- 
term capital transactions - 14 - 65 +219 +129 223 - 4 


reduction, however, that 


sumers’ HP debt during the year. 


was very much 
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less than the increase in con- 
Company savings dropped from £1,876 
millions to £1,742 millions, but investment by companies fell more steeply 
—from £1,658 millions to £1,355 millions—owing to a very sharp reduction 
in the rate of stock accumulation. As a result their balance of savings over 
investment rose by £169 millions to £387 millions, which more than 





accounted for the increase in the total balance ot domestic savings over 
domestic investment from {£342 millions to £507 millions—an increase that 
was reflected in the improvement in Britain’s balance of payments. 

It is, perhaps, at this particular point that the Economic Survey sheds 
most light on the events of 1958. As will be seen from Table I, Britain’s 
exports of goods and services dropped in real terms by £100 millions, 
while imports dropped by only £10 millions. ‘The current surplus in the 
balance of payments, however, as Table II shows, rose from £263 millions 


TABLE III 
BALANCE OF REST OF STERLING AREA WITH NON-STERLING WORLD 
(£ millions) 















































1957 1958 
1958 July- 
1956 1957 (provi- July- Jan- Dec 
sional) Dec June (provi- 
sional) 
Imports: 
Dollar area .. a - 574 686 618 339 315 303 
Other western hemisphere 
countries. . 12 11 8 6 + 4 
OEEC countries ll 678 755 708 378 360 348 
Other non-sterling countries 582 667 693 332 343 350 
Total 1,846 2,119 2,027 1,055 1,022 1,005 
Exports: 
Dollar area .. is - 480 544 470 238 240 230 
Other western hemisphere 
countries .. 20 32 26 18 13 13 
OEEC countries - 718 727 613 337 321 292 
Other non-sterling countries 550 610 522 275 257 265 
Total 1,768 1,913 1,631 868 831 800 
Visible trade (net) — 78 — 206 — 396 — 187 —191 - 205 
Invisibles (net) —139 —177 — 77 — 96 — 43 — 34 
CURRENT BALANCE .. —217 — 383 — 473 — 283 — 234 — 239 
SALES OF GOLD IN UK (NET) -.220 223 +-227 +118 +-131 1. 96 
IMF drawings 1 +- 71 13 —-- + 13 -- 
IBRD drawings 27 50 84 + 38 + 41 43 
Other capital (net) -129 -+-136 271 +-101 +-141 +-130 
CAPITAL BALANCE 157 +-257 368 +-139 195 +-173 
SURPLUS (++) or DEFICIT (—) .. 160 - 97 -122 —- 26 + 92 . 30 





to £455 millions. The explanation of this substantial increase naturally must 
have been a considerable improvement in Britain’s terms of trade. In fact, 
the Survey records, export prices were about 1 per cent lower in 1958 than 
in 1957 while import prices were 8 per cent lower. The terms of trade 
thus moved 7 per cent in Britain’s favour between the two years. Virtually 
the whole of this improvement, however, was concentrated in the first half 
of the year. Commodity prices ceased to fall after the second quarter of 
1958, and in recent months they have turned upwards. The major source 
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of last year’s record surplus is thus no longer operating in Britain’s favour. 
There was already a sharp deterioration in Britain’s balance of payments 
in the second half of last year, though much of this may be attributed 
simply to the seasonal pattern of trade and payments. ‘The surplus earned 
in the six months was {128 millions, which was not only well below the 
surplus of £327 millions in the first half of the year but was also less than 
the surplus of £149 millions in the second half of 1957. Moreover, it was 
not quite sufficient to cover the outflow of long-term capital from Britain 
and in consequence there was a small decline in the gold reserves. 

The main reasons for this were a sharp rise in imports—from {1,613 
millions to £1,696 millions—in the second half of the year and a fall in 
exports from {1,754 millions to £1,675 millions. As a result the visible 
balance, which in the first half of the year showed a surplus of £141 millions, 
dropped back into deficit. Part of the rise in imports may be attributable 
to an increase in the rate of stock-building. In 1958 total investment in 
stocks, at 1957 market prices, amounted to £65 millions—f295 millions* 
lower than in 1957. Most of this fall in the rate of stock accumulation, 
however, occurred in the first half of the year. ‘‘ The downward move- 
ment’, the Survey suggests, ““may have come to an end in the second 
half of 1958; in the fourth quarter investment in stocks was about the same 
as a year earlier’. ‘The recovery in exports that was apparent in the closing 
months of last year has not been maintained: despite the continued buoyancy 
of sales to North America—in the first quarter of this year they were 15 per 
cent higher than in the same months of 1958—Britain’s exports have tended 
to drift lower in recent months. Imports, on the other hand, have con- 
tinued to increase, though the trend is partly obscured by the acceleration 
of clearances through the customs before the new combined tariff list came 
into force on January 1. ‘The upward trend must be expected to become 
more marked as industrial activity increases, particularly if the increase is 
associated with a sharp rise in the rate of stock accumulation. Britain’s pay- 
ments surplus this year may be some £200 millions lower than in 1958. 

At such a level it might just cover the flow of long-term capital from 
this country. It is, however, almost certain that there will be very little 
—if any—margin left for strengthening further the balance between Britain’s 
quick assets and liabilities. ‘The Chancellor, indeed, in his Budget speech, 
said that he expected the gold reserves ‘‘ on balance . . . to show some fall 
in 1959”. In so far as this merely reflects the repayment of {£71 millions 
of Britain’s drawing from the International Monetary Fund and the pay- 
ment of the gold portion of Britain’s and perhaps of other sterling countries’ 
increased subscriptions to the Fund, it gives no real cause for concern. 

To some extent, of course, the fall in Britain’s payments surplus should 
be compensated for by an improvement in the net balance of the overseas 
sterling area. ‘The sharp fall in commodity prices, which was the main 
source of Britain’s record payments surplus, caused a serious deterioration 
in the balance of payments of other sterling countries. The deficit of 








* The figure of £275 millions given in Table I is at 1957 factor cost. 
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these countries with the non-sterling area increased, as Table III shows, 
from £383 millions in 1957 to £473 millions in 1958. Sales of gold in the 
United Kingdom were little changed at £227 millions, leaving a true com- 
mercial deficit of some £246 millions. ‘This deficit, however, was far more 
than covered by increased inflow of capital from other areas, which reached 
the record total of £368 millions, and for the first time on record exceeded 
the inflow of capital from Britain. Some £97 millions of this represented 
drawings by sterling countries on the IMF and World Bank and the 
remainder funds provided by other countries, notably the United States 
and Germany. ‘This inflow of non-sterling capital enabled overseas sterling 
countries to contribute some {£139 millions to the central gold reserves 
(compared with £63 millions in 1957 and £13 millions in 1956) in addition 
to their sales of gold in the United Kingdom. ‘The agreement recently 
reached in Washington to provide further aid to India suggests that the 
inflow of non-sterling capital will remain heavy this year, and since the 
dollar earnings of overseas sterling countries should benefit from the recent 
recovery in commodity prices these countries should again be able to make 
a substantial contribution to the central gold reserves. 


Preserving Price Stability 


The strength of Britain’s own balance of payments in the longer run will 
depend to a considerable degree upon the competitiveness of the economy. 
This will determine on the one hand Britain’s share of world export trade 
and on the other the rate at which imports displace home-produced goods 
in Britain itself. An improvement in the competitiveness of our economy, 
the Chancellor said last month, is “the first requirement . . . to-day”. 
His budget reliefs, he claimed, were designed to assist in this by helping to 
keep the cost of living steady and to reduce unit costs of production. In 
1958 unit labour costs rose further, although the increase in average earn- 
ings was the lowest recorded for several years. ‘The increase in wage rates 
during the year was 3} per cent, compared with rises of 5$ per cent in 
1957 and of nearly 8 per cent in 1956. Weekly earnings increased by a 
rather smaller percentage because of the reduction in overtime working. 
The connection between this slower pace of wage increases and the fall in 
demand in the economy is not explored in the Economic Survey. “ In the 
particular circumstances of 1958”, the Survey states, “the increase in 
labour costs per unit of output was only small and, in the event, was roughly 
offset by lower import prices”’. It goes on, however, to stress that “ these 
circumstances cannot be regarded as normal ”’ and to point out the increase 
in wage rates in 1958 was “ greater than the average annual increase in 
national production and productivity since the war’’. ‘The passage ends 
with the warning that “if wage rates were to go on rising on the same 
scale . . . without a corresponding increase in productivity, the near stability 
of prices recently achieved would be threatened”’. The general tone of 
the Budget suggests that the authorities are looking to a substantial rise in 
productivity, rather than to any further fall in the rate of wage advances, 
to preserve the stability of prices in 1959. 
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What Economic Policy 
from Labour ? 


What economic policies might be ex- 
pected from a future Labour Govern- 
ment 2 On some points the Labour party 
las committed itself officially already, 
but on many others it ts reluctant 
to give any commitment, so that the 
possibilities have to be deduced from 
general principles of Labour thinking. 


The Banker accordingly invited Mr 
Anthony Crosland, one of the best in- 


formed of the party’s younger intellec- 


tuals, to contribute a reasoned survey, 
with particular reference to sterling and 
import controls, regulation of home 
demand, fiscal and monetary policy, 
and the réle of interest rates.—EDITOR. 





By ANTHONY CROSLAND 


HE primary aim of a Labour Government’s economic policy 

would be to achieve and sustain a rapid rate of growth. In the 

Labour view, the British economy has been performing in a most 

sluggish and unsatisfactory manner in recent years. It is not 
just a question of the almost complete stagnation of output in the past 
34 years; whether we take the base-line as 1950, 1953 or 1955, we find 
that the rate of growth of output, productivity and exports has been lower 
in Britain than in other leading industrial countries. We have been losing 
ground at an alarming pace to Russia, Germany, Japan, and even France 
and Italy. ‘This development must be viewed with the gravest appre- 
hension; for not only does it involve a serious loss of potential wealth to 
the British people, but it must ultimately endanger Britain’s political influence 
in the world. 

The problem has not been spirited away by Mr Heathcoat Amory’s 
recent Budget. Even if (which is doubtful) this is successful in stimu- 
lating a full utilization of resources, a once-for-all re-expansion of output is 
not at all the same thing as a rapid long run rate of growth. ‘The problem 
therefore remains. 

I have not been asked primarily to discuss how a Labour Government 
would generate both the demand and the higher productivity necessary to 
attaining maximum output and rapid growth, but rather how it might 
tackle the consequential problems which in the past have appeared to be 
inseparable from rapid growth. ‘These problems are discussed in turn. 


295 








Checking Excessive Imports 


First, would rapid growth, by its effect on imports, precipitate a balance of 
payments crisis; and, if so, how would a Labour Government react ? 


In the short run, it seems unlikely that a Labour Government, assuming 
office (say) in the autumn, would inherit a payments crisis due simply to 
the limited re-expansion now contemplated. ‘There is no reason to expect 
the quite disproportionate rise in imports, notably of coal and steel, that 
occurred in 1955. Coal is now in embarrassingly plentiful supply; the 
steel position (even though there are serious doubts about the adequacy of 
the industry’s long-run development plan) is temporarily one of glut; and 
generally the import content of industrial output appears to have fallen in 
recent years. We should therefore be able to survive 1959 without an 
import crisis. 

We cannot, however, be wholly sanguine about the long-term outlook; 
for the underlying payments position is less satisfactory than might be 
supposed from recent optimistic talk in City circles. The current surplus 
is now running at an annual rate of only £250 millions—despite stagnant 
domestic production and the vast gain from the terms of trade over the 
last three years. In such circumstances one might have expected a surplus 
of £500 millions or more. This disappointing outcome is due, as the 
National Institute’s Economic Review has demonstrated, to a dispropor- 
tionate rise in imports in recent years, caused not by an expansion of 
domestic output but by a substitution of imports for home-produced goods. 
In consequence we find ourselves, while still only on the threshold of 
expansion, with a disappointing foreign balance; and we face the risk that 
a sustained period of growth might reduce the surplus to negligible 
proportions. 

Many conservative writers would have us minimize this risk by moderating 
the expansion. A Labour Government would not adopt this standpoint, 
since it would not accept that the level of domestic activity should be per- 
manently determined by the payments position. Why, as Keynes once 
said, should we reduce our steel expansion programme every time people 
decide to buy more bananas? If rapid growth proves inconsistent with 
the required payments surplus, the correction should normally be sought 
on the side not of domestic production, but of the foreign balance. 

If corrective measures prove to be necessary, a Labour Government 
should not hesitate to re-impose import controls. ‘These are, of course, 
subject to many drawbacks if relied upon too heavily as a long-term policy. 
But their use by countries in temporary balance of payment difficulties is 
sanctioned in all the post-war international agreements; and they are, in 
the Labour view, preferable to the alternative policy of checking imports 
by holding down domestic output. 

But the long-term solution must be found on the side of exports. The 
substitution in recent years of imports for home-produced goods is not, in 
itself, necessarily undesirable. The problem arises because exports have 
not expanded pari passu. Britain’s share of world exports of manufactures 
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has steadily declined during the 1950s; and the competitive position of 
British exports now compares unfavourably with that of Germany, Japan, 
and (after devaluation) France. Put more crudely, British exports have 
failed to expand because the German export drive has left no room for them. 

There is no suggestion that the situation calls for an adjustment of 
exchange rates, or that the present surplus will give way to actual deficit. 
But if we wish to combine rapid growth with a /arge foreign surplus, we 
need a general improvement in the competitiveness of British goods (both 
exports and goods that compete with imports). ‘The most obvious way of 
achieving this is by higher expenditure on research and new equipment; 
and this is one reason (the other being the wages problem, discussed below) 
why a Labour Government would concentrate on increasing home invest- 
ment both absolutely and as a proportion of national income. 


Countering “ Political’’ Threats to Sterling 


Secondly, how might a Labour Government react to an exchange crisis, 
caused not by a genuine weakness in the balance of payments, but either 
speculative (as in 1957) or “‘ political” in character ? 

This raises the wider question of Labour’s attitude to convertibility and 
exchange control. The Labour Party has publicly committed itself to 
making convertibility work. Indeed, although it differed from the Govern- 
ment in the matter of timing, it has always accepted the goal of converti- 
bility for currently-earned sterling, believing that, if the right underlying 
conditions are present, a multilateral payments system gives the smoothest 
flow of trade and the best international division of labour. 

But, of course, the anxiety concerns not current transactions but the 
capital account. ‘The vulnerability of sterling stems from its widespread 
use on short-term and long-term capital account; it can, in consequence, 
be placed under heavy pressure by speculative capital movement even 
when (as in 1957) the current balance is favourable. 

This is not a new phenomenon. It was present in the inter-war period, 
when movements of short-term capital, which fulfilled no useful economic 
purpose, constantly disrupted the exchanges and created instability. Every- 
one was then agreed that hot money was an unmitigated nuisance; and it 
was a Conservative Chancellor who declared in 1943 that “ above all, we 
want to free the international monetary system from those arbitrary, unpre- 
dictable and undesirable influences which have operated in the past as a 
result of large-scale speculative movements of capital’’. Hence the explicit 
provision in the rules of the International Monetary Fund for exchange 
control over capital movements. 

But both the actual exchange crisis of 1957, and the widespread fear of 
a “‘ political’ crisis in the event of a Labour victory, demonstrate that 
British exchange control is unable to prevent the most damaging specu- 
lative attacks on the pound. The Labour Party views this situation with 
a good deal less complacency than does (apparently) the City. First, it 
objects strongly to the limitation on British sovereignty that is involved. 
Not only our monetary policy, but also our fiscal policy and rate of expansion 
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are increasingly influenced or determined by the fear of speculation; and 
some City commentators have even suggested (surely rather impertinently) 
that the Labour Party, regardless of what the views of the British people 
might turn out to be, should jettison steel nationalization in order to impress 
foreign holders of sterling. 

Secondly, the bias which this “‘ confidence”? factor exerts on domestic 
policy is always deflationary. Apparently the holders of sterling are im- 
pressed, in a crisis, only by /igher rates of interest, reductions in investment, 
and a lower rate of domestic expansion. No doubt this would be ail very 
well if they were invariably shrewd and sophisticated critics of the British 
economy, whose prescriptions were certain to be appropriate. But this 
is not the case. Not only are bankers and speculators chronic defla- 
tionists, but they are also, on the evidence of the Bank Rate Tribunal, 
sometimes incredibly naive. The British financiers whose export of British 
capital was partly responsible for the 1957 crisis apparently anticipated a 
devaluation of the pound on the grounds that domestic inflation was ram- 
pant. In fact not only was there not the faintest possibility of devaluation, 
but the domestic economy was suffering from marked under-employment 
and the balance of payments was heavily in surplus. Yet so vulnerable 
was the pound that these absurd speculations could force a Chancellor, in 
a situation of excess capacity and external surplus, to reduce investment 
and hold back the rate of growth! ‘This is surely altogether too ludicrous 
a situation. 

How, then, might a Labour Government react to an exchange crisis —f, 
for example, one occurred immediately it assumed ofhce? Fortunately, 
the exchange position is now stronger than it was in 1957. The effective 
gold reserves are higher, due mainly to the enlarged IMF quotas. For 
different reasons both the dollar and the mark are less attractive than they 
then were. The balance of payments should still be comfortably in surplus. 
And it may well be that British holders of sterling, chastened perhaps by 
the widespread criticisms and warnings that followed their curious actions 
in 1957, will be less inclined to export capital through Hong Kong and 
other gaps in the exchange control. In these circumstances a Labour 
Government could probably sit the crisis out, provided that (a) it was 
prepared to raise Bank rate to any extent necessary as a temporary measure, 
(5) it announced that it was ready to call on the IMF stand-by credit and, 
as an emergency measure if needed, the large reserve of privately-held 
dollar securities, and (c) it firmly repudiated any intention of devaluing the 
pound or permitting inflation to develop at home. 

But if this assessment were to prove too optimistic, and the Government 
were to be plagued by a succession of debilitating speculative crises in no 
way justified by the underlying condition of the balance of payments, it 
might well need to reconsider its attitude to sterling policy. This does 
not mean that it should restrict the convertibility of currently-earned sterling 
(though equally it should not move forward to convertibility of resident 
capital-account sterling), mor that it should adopt a floating exchange rate, 
nor that it should block or freeze the sterling balances, nor that it should 
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interfere with the rdle of London as central reserve banker to the sterling area. 

But it might contemplate action in two spheres. First, it might take 
further measures, which would be wholly consonant with the IMF statutes, 
to prevent the export of resident capital through gaps in the exchange 
control. Secondly, if ‘leads and lags”’ prove a continuing source of 
speculation against the currency, it might take steps to restrict the pro- 
vision of short-term trading credit by the City. 

It would take such steps, not as a matter of dogma, but only if they proved 
necessary. Whether they do will depend partly on the actions of British 
merchants and bankers. ‘The Labour Party has stated that “ the strength 
of the pound will be the first priority of our external economic policy ”’. 
But if the pound is constantly menaced by short-term speculative move- 
ments, and a Labour Government has to choose between tighter exchange 
control over capital movements, and deflation and a slower rate of growth 
at home, then it will, while fully preserving convertibility for current trans- 
actions, undoubtedly choose the former. ‘This is a case where the interests 
of industrialists, labour and the government in higher domestic prosperity 
coincide, as against those of bankers and speculators. 


Fiscal or Monetary Regulators ? 


The third problem is that of regulating the volume of demand. Should 
a Labour Government, for this purpose, rely mainly on monetary or on 
fiscal policy ? 

It should surely rely mainly on fiscal policy. First, fiscal policy is incom- 
parably the more effective as a regulator of demand. ‘This has been shown 
by the events of the past few years. High rates of interest were as ineffective 
in preventing the inflation of 1955, as low rates would be in reactivating 
the economy to-day. Generally, the return to an active monetary policy 
since 1952 has conspicuously failed to give us steadily rising growth and 
investment combined with stability of prices. 

The basic weakness of monetary policy stems from the fact that only a 
small proportion—perhaps 15 per cent—of total expenditure is directly 
affected by the terms or the possibilities of borrowing. ‘The greater part 
of consumers’ expenditure is financed out of income and not by borrowing; 
the expenditure of the government and the public sector is in practice 
largely immune to monetary changes; and even the residue of expenditure 
is by no means completely sensitive to interest-rate policy.* Private fixed 
investment is almost totally insensitive in the short run, though no doubt 
it could always be restrained in the very long run; investment in stocks is 
much more sensitive to expectations about commodity prices and future 
demand than it is to credit policy; and expenditure on consumers’ durables, 
although it may fluctuate with short-run monetary changes, might easily 
prove immune in the long run. 


* I speak throughout in terms of a *‘ moderate ’’ use of monetary policy, such as we have 
witnessed in recent years. Really drastic changes in interest rates will, of course, always 
be effective. But they can never in practice be used in an advanced capitalist country, if 
only because of the violent instability which they would create in the capital market. 
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Fiscal policy, on the other hand, directly affects a far higher proportion 
of total expenditure; and it operates with infinitely greater force—that is, 
people and businesses are more likely to alter their expenditure if taxes are 
raised or lowered than if the conditions of borrowing change. No doubt 
if tax rates are already very high, the effect of tax increases may be partially 
neutralized by the counter-action of taxpayers either in selling private 
assets or raising money wages. ‘This was a relevant consideration in the 
days of exceptionally high taxation after 1945 and in the 1951 rearmament 
crisis. But taxation is now considerably lower as a proportion of national 
income; and recent years have shown (rather painfully) that a heavy Budget 
surplus is most effective in curbing demand. 

Secondly, fiscal policy is more selective than monetary policy. Unlike 
the latter, it can deliberately be made to act either mainly on consumption 
(by changes in indirect taxation or personal income tax allowances) or 
mainly on investment (by changes in depreciation allowances) or on both 
(by changes in income tax). It can also operate selectively on particular 
industries or sectors of the economy. It is, in the Labour view, essential 
that the main regulator of the economy should be able to influence not 
only total demand, but also the different components within that total. 

Thirdly, fiscal policy is more predictable in its results. ‘This is because 
monetary policy, to be really effective, must operate largely through its 
impact on business confidence and the climate of opinion; and the extent 
of this impact is in practice almost impossible to predict. Fiscal policy, on 
the other hand, operates more directly, either by altering disposable incomes 
or by affecting a balance of profitability; and although even here no precise 
calculations are possible, yet the effects are more broadly predictable than 
those of monetary policy. 


Interest Rates and Credit Rationing 


Monetary policy has one last overriding disadvantage: namely, its cost. 
It involves higher interest charges on the national debt, and hence higher 
government expenditure; and, even more important, since it entails higher 
interest charges on the sterling balances, it has a markedly adverse effect 
on the balance of payments. 

A Labour Government should therefore not rely heavily on monetary 
policy. It should use it only in two specific réles—first, to influence specu- 
lative capital movements on the foreign exchanges (for which purpose Bank 
rate has proved efficacious), and, secondly, to influence movements in 
physical stocks (not in the belief that its influence here is decisive, but 
because so few other weapons are available). It should thus pursue a 
somewhat more flexible monetary policy than did the post-1945 Labour 
Government. 

It would, nevertheless, still be anxious to avoid a heavy consequential 
burden on the Exchequer and the foreign balance. Thus if it raised Bank 
rate to counter speculation against the pound, it should not necessarily 
encourage a general rise in interest rates; for there is no logical reason why 
(for example) local authorities should inevitably pay higher rates because a 


300 





th 
ec 


we 
de 
ge. 
de’ 
we 
fut 
Cal 


Pl 


fro 
the 


as 


rect 
Inst 
whi 
her 


Cor 


mo! 





speculative movement develops in the foreign exchange market. Similarly, 
if it desired to restrict credit in order to damp down stock accumulation, 
it might prefer to do so not by raising interest rates but by the direct 
rationing of credit; and one should therefore not rule out such devices as 
the fixing of compulsory liquidity ratios, explicit directives to the banks, 
etc.* Again, if high interest rates were for some reason thought to be 
necessary for the private sector, the Government, having decided what 
level of expenditure to permit in the public sector, need not feel obliged 
to take the additional and illogical step of also making public borrowers pay 
higher interest charges; it might, in other words, adopt a two-tier system 
of interest rates. But one must naturally await the report of the Radcliffe 
Committee before coming to a final conclusion on these matters. 

To sum up, a Labour Government should use fiscal policy as the main 
regulator of demand, and allot monetary policy a purely subsidiary rdle. 
This may not be the most popular choice, since it raises the spectre of 
high taxation. Yet it is an illusion to suppose that the use of fiscal policy 
entails a higher average level of taxation over the years. For monetary 
policy (even ignoring its effects on government expenditure through higher 
debt charges) can work only through a reduction in the long-run level of 
private investment; and it is to be hoped that no British government would 
ever in practice commit itself to so disastrous a course of action. And in the 
short run the superiority of fiscal policy as a regulator is so overwhelming 
that it must be accorded the first place; and the public must recognize that 
variations in taxation, both upwards and downwards, are essential to control 
those temporary fluctuations that inevitably occur in a dynamic industrial 
economy.T 


Role of Physical Controls 


A Labour Government would also be ready to use another subsidiary 
weapon, namely, physical controls. Here there is a danger of (sometimes 
deliberate) misunderstanding. ‘There is no intention whatsoever of a 
general reintroduction of controls. ‘“‘ Planning does mot mean a return to 
detailed controls. Direct controls over consumer goods and raw materials 
were necessary after the war... and are unlikely to be needed again in the 
future. Now that the post-war era of shortages is over, day-to-day decisions 
can be left to industry and the consumer”’. ‘That quotation comes from 
Plan for Progress, the official Labour Party statement on economic policy. 

Labour envisages the use of only two major physical controls (apart 
from those few already in use under a Conservative Government), and 
these only if circumstances prove them necessary. First, import controls, 
as has already been suggested, might be employed in certain circumstances 


* Credit rationing, of course, suffers from certain defects in the long run. First, as 
recent experience has shown, it will eventually be by -passed by the growth of new financial 
institutions. Secondly, it is not appropriate that individual bank managers should decide 
which investment projects are in the public interest and which are not. What is envisaged 
here is a policy for short-term fluctuations. 

+ For example, the disastrous inflation of 1955-56 could have been largely avoided if the 
Conservative Government had not, because of its misplaced faith in the efficiency of the 
monetary weapon, actuaily reduced taxation in the 1955 Budget. 
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—for example, to combat a speculative increase in the demand for stocks 
of imported materials. 

Secondly, building licences might be reintroduced in order to restrain 
an investment boom, but without bringing it altogether to an end. It is 
not always appreciated in orthodox circles that controls may provide a 
method of checking investment, if it shows signs of getting out of hand, 
without weakening the long-run inducement to invest. The alternative 
method of general deflation can work only by weakening the inducement 
to invest; and the consequence must be not merely to restrain, but actually 
to reverse, the upsurge in investment. This has been the sad experience 
of recent years, when, in order to control the investment boom of 1955-56, 
such deflationary measures were introduced that we now have (farcically) 
falling manufacturing investment at a time of general under-employment. 

To avoid this outcome, a Labour Government would, if faced with an 
‘““ excessive ’’ upsurge in investment, have temporary recourse to building 
controls—not indeed over repairs or normal house-building or small in- 
dustrial development, but over major capital projects. But in fact this 
whole question (like the question of raising taxation to combat inflation) is 
at the moment academic. A Labour Government taking office in 1959 
would still inherit an under-employed economy, with appreciable reserves 
of labour and capacity; and its most formidable task would be not to restrain, 
but to stimulate, private industrial investment. 








MODEL ROLAND & STONE 


Members of the New York Stock Exchange 


INTERNATIONAL 
SECURITIES 


120 Broadway, Telephone: 
New York 5, N.Y. Worth 4-5300 


Cables: Morodeal 








_ 














302 





0! 
Sl 
Sl 
in 


of 


th 
in 


de 
du 
his 
bo 
ac] 
int 
wa 
ex 


hav 





Wages and Productivity 


Lastly, the question of wages. Would a Labour Government, even though 
it avoided “‘ excess’’ demand, still be faced with a wage-price spiral due 
simply to the strengthened bargaining position of the trade unions under ccn- 
ditions of full production ? 


We have perhaps become a little obsessive about wages in Britain. Much 
of the post-war increase in the price level has been due to non-wage factors, 
such as rising import prices (as in 1945-47 and 1951), reductions in food 
subsidies (as in 1952), changes in indirect taxation, or deliberate rises (not 
induced by wages) in “‘ administered’ prices such as rents or fuel (both 
of these have been important influences in recent years). 

Moreover, in so far as wage increases are at issue, the crucial factor for 
the price level is the relationship between wage movements and movements 
in productivity. ‘The conspicuous feature (by international standards) of 
the British economy in the 1950s has been not so much the rapid rate of 
increase of wages (though this has occurred) as the slow rate of increase of 
productivity. ‘The contrast with Germany is especially marked. Since 
1950, hourly earnings in manufacturing industry have risen by approxi- 
mately the same ratio in the two countries. But because German produc- 
tivity has advanced more rapidly, the rise in German wage-costs per unit 
of output has been less than one-third of the rise in British wage-costs; 
and this is the main reason why price inflation has been less severe. 

A Labour Government, therefore, while also adamantly avoiding excess 
demand, should seek the long-run solution through a higher level of pro- 
ductivity. Specifically, it should strive to convert Britain into a dynamic 
high-investment economy on the German model by raising total investment 
both absolutely and as a proportion of national income. If that could be 
achieved, and if in consequence we attained to the same rate of productivity 
increase as Germany, Russia, Japan and the United States, the problem of 
wages, like the problem (mentioned above) of our declining share of world 
exports, might at last fall into the background. 

In fact the short-run outlook for prices is by no means unfavourable. 
Not only might a Labour Government—a point that could be borne in 
mind by speculators who foolishly equate Labour with inflation—expect an 
unusual degree of co-operation from the unions, but the economic situation 
is, from this viewpoint, not unpropitious. ‘The effective reserve of labour 
is now considerable; and we could expand a long way before meeting a 
tight situation in the labour market. ‘The world commodity position makes 
it unlikely that import prices will rise sharply if industrial expansion is 
resumed. And, above all, an expansion of output will make possible a 
significant reduction in labour costs as capacity is more fully and economic- 
ally utilized. An autumn Labour Government, therefore, would be unlikely 
to face a serious wage-price problem. Yet in the long run we shall be 
secure only if we can spur the sluggish British economy into the same rate 
of growth and investment as other, more progressive, industrial countries 
have achieved. To do so must be Labour’s primary economic aim. 
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As I See It... 





By SIR OSCAR HOBSON | 























Too Many Hostages ? 


DON’T doubt that the Editor will have dealt fully with the Budget 
in the earlier part of this issue of The Banker, but I feel that I must 
have my say here, even if only because it may not fully agree with his. 
My short view, or perhaps I should say rather my strong fear, is that 

Mr Heathcoat Amory has been over-lavish in handing out extra purchasing 
power to the community. My feeling is that—to borrow a phrase which 
Mr Enoch Powell used in the debate—he has gone dangerously far in 
offering hostages to fortune. I am aware that many, and perhaps most, 
professional economists do not share my view—though I am comforted by 
the fact that one of the most distinguished of all does—and that of all the 
criticism raised against Mr Amory’s proposals in Parliament, practically 
none was to the effect that globaily he was giving away too much. ‘This 
being so, I have got to try to express intelligibly the reasons which have 
brought me to feel as I do. 

Let me begin with a few basic figures. Before the Budget I thought, 
and wrote in The Banker, that the safe amount of tax remission would be 
around £200 millions. ‘The actual additional spending power created by 
Mr Amory (including, of course, the £71 millions coming from the 
accelerated repayment of post-war income tax credits) is £366 millions, 
which is quite a lot more than the figure I had in mind. 

I may have this rejoinder flung at me: ‘‘ What of it?) Who are you that 
you should pit your figures against those of the Chancellor and the ‘Treasury 
experts ?”’ And I agree that I have no very convincing reply to make to 
that line of attack. The professional economists can state and quantify 
their equations. ‘They can calculate that there is such-and-such an amount 
of “‘ spare capacity’ in the economic system, so-and-so many “‘ unused 
resources ’’—10 or 15 per cent or whatever it may be—and they can proceed 
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to figure out how much more income is needed to bring the spare capacity 
and resources back into employment. I cannot dispute with them on their 
figures because I am highly distrustful of this whole line of approach. 

Their basic assumption seems to me that if there are 10 per cent of 
resources unemployed, you can ensure their re-employment by increasing 
the income of the community by 11 per cent. I agree that if resources are 
fully employed the income of the community (assuming constant prices) 
will be 11 per cent higher than if resources are only 90 per cent employed. 
But I do not agree that you can necessarily bring about the employment of 
the unused resources (even if you can measure them with reasonable 
accuracy, which I do not think you can) by the creation of extra incomes 
—and still less that you can guarantee their continued employment. 

This, however, is the philosophy which nowadays underlies our budget 
making. Mr Amory indeed did not follow the academics in their calculus. 
He wisely kept clear of their figuring and merely said that he must make 
“the best judgment” he could. If my judgment is different from his, 
I can only plead that though my knowledge of relevant facts is far less 
than his, I have no distracting “ political’ influences to cope with and no 
General Election to plague me. 

In a moment I will develop a little further the reason for my suspicion 
of the crude, pump-priming doctrines which now hold the field. But 
first there is this other significant budget feature to be mentioned—the 
{721 millions overall deficit which has to be covered by borrowing. This 
amount will be subject to addition in respect of the increase in public service 
pensions which has been announced, and, of course, any further expenditure 
entered into during the year, whether above or below the line, will also 
add to it. 

There has been a tendency to play down this {721 millions. It is 
pointed out that the comparison between it and last year’s actual overall 
deficit of £182 millions is not a true one, inasmuch as last year there was 
additional borrowing by the Government of around £130 millions to pay 
for gold bought for the reserve, whereas this year it 1s not expected that 
the reserve will rise significantly. It has also been pointed out that last 
year the banks reduced their holdings of Government debt by £250 millions, 
while this year they are not likely to do that again and, indeed, suitably 
encouraged by a liberal dosing with liquidity-creating Treasury bills might 
even increase their holdings of Government stocks. 

The Chancellor, moreover, told the House of Commons that in 1952-53 
and 1953-54 borrowing by the Government and the nationalized industries 
reached totals comparable with that proposed for the current financial 
year; and market records show that it was achieved without adverse effect 
on the prices of long-term Government stocks. 

This, indeed, does show how all-important a part psychological con- 
siderations play in determining demand and prices in the security markets. 
On that point I would remark in the present context that the City, mindful 
of the state to which the gilt-edged market was reduced in the summer of 
1957, views without any relish at all the Government’s present borrowing 
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needs. An indication of that was the record “ flop ’”’ of the recent {25 
millions London County Council loan of which only a miserable million 
and a half was subscribed by the investing public. As matters stand, it 
seems likely that a very substantial part of the Government’s £720 millions 
will have to be raised by the issue of Treasury bills. ‘This will render 
more difficult the task of monetary control when restrictive credit measures 
are next called for—which indeed was the case in 1954 and after. Mean- 
while, it is hard to see how there can be any decline in the long-term rate 
of interest. And to fly off for a moment at a tangent, I must say that the 
building societies will be ill-advised if they yield to the clamour to reduce 
their owner-occupier mortgage rates from 6 per cent to 53 per cent. Unless 
the National Savings interest rates are reduced, which unless my reasoning 
is wildly wrong they will not be, the inflow of investment funds into the 
societies is bound to be in some degree affected. As the societies are not 
meeting the full demand for mortgage money at 6 per cent they will be 
much less able to meet the increased demand at 53 per cent. Is it really 
more in the public interest that a smaller number of borrowers should be 
accommodated at 54 per cent than that a larger number should be accom- 
modated at 6 per cent ? 


Expansionism versus Efficiency 


But to return to my theme. As I see it, the function of monetary and 
fiscal policy is to promote the lasting prosperity of the country. Lasting 
prosperity implies a high level of employment of men and machines but 
it is not consistent with the fullest possible employment of either, since 
over-full employment is the enemy of the flexibility and mobility which 
are essential if prompt advantage is to be taken of new processes and inven- 
tions and if the shifting demand of the public is to be served. Now, of 
course, I am saying nothing new. ‘The doctrine thus stated is as old as 
the hills. Yet there seems nowadays to be almost a conspiracy to suppress it. 
The politicians never say: We must not be in too much of a hurry to reflate 
the country out of recession, because recession is leading to changes in 
industry, to adjustments and economies and redeployments, which are a 
necessary condition of healthy expansion. In his budget speech Mr Heath- 
coat Amory did not mention the tempo of the industrial rationalization 
process as one of the factors he had to consider in judging how much extra 
spending power it would be wise to put into the pockets of the people. 
When taxed by the Opposition with failing to introduce his reflationary 
measures earlier, he did, indeed, reply that ‘‘ it would have been a grievous 
error to start re-expansion too soon’’. But he did not give any indication 
of the reasoning behind that statement. He said merely that while ‘‘ expan- 
sion and full employment are very good things ” so too are “ stable prices 
and sound money’”’. ‘These abstract terms convey little to the ordinary 
man. The reasons for not rushing reflation are concrete and practical. 
Yet to the best of my knowledge—and I shall be delighted to apologize if 
I am wrong—the economist services like the London and Cambridge and 
the National Institute of Economic and Social Research never mention them. 
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If it were possible to make a comprehensive survey of the effects on the 
efficiency of individual industrial firms of shrinking demand, narrowing 
profit margins and even the threat of unemployment, I believe that the 
results would be astonishing. ‘There is no doubt that over wide ranges of 
industry the percentage of “‘ hoarded ”’ labour has been substantial. Hoarded 
labour is wasted labour. Its existence goes a long way towards explaining 
why output in this country has shown no increase in the past four years. 

It is unfortunate that none of these economic organizations has thought 
it worth while to make a detailed study of labour redundancy and the other 
industrial effects of long periods of inflation. As it is, one has to be content 
with stray examples which have come to one’s notice. Here, for instance, 
is one: A large steelworks faced with a 25 per cent drop in orders was com- 
pelled to dismiss some 1,200 of its workers, about 5 or 6 per cent of its 
labour force. A considerable proportion of the 1,200 were men in the 
over-65 age group, ripe for superannuation. A certain number of others 
were given employment in the firm’s ancillary activities. Another large 
group consisted of technicians, two or three hundred of them, who were 
immediately snapped up by a chemical firm in the same neighbourhood, 
and in the event only an insignificant residue remained unplaced on the 
books of the local employment exchange. When the steel company’s order 
book recovers it will not need to restore its labour force to the original 
number. On the other hand, the technicians—and it is, of course, mainly 
skilled personnel who are subject to “‘ hoarding ’’—would obviously not 
have been taken on by the chemical firm if it had not had definite need 
for their services. Here then is one case—there must be thousands of others 
—of labour redeployment leading to an expansion of national output. 

In the case of another great steelworks the profits squeeze led directly to 
rationalization of a different kind—in the search for working economies an 
improvement in blast-furnace practice of first-rate importance was hit upon. 

[ am not, of course, forgetting BOAC’s otiose maintenance engineers— 
3,000 of them is it? ‘They have been well publicized. But not much 
attention has yet been given to the most noteworthy example of the working 
of the classical laws of economics—a tragi-comical example indeed—the 
sudden sharp rise in the productivity of the coal miners just at the time 
when a Pelion is being piled on an Ossa of unsaleable coal stocks. 

The Labour Party taunts the Tory Party with reducing industrial pro- 
duction to a state of stagnation. ‘The taunt is justified, but not the reason 
for which it is hurled. It is not lack of expansionary measures or undue 
delay in introducing them, still less refusal to impose new controls, that is 
responsible for the sluggish behaviour of British industry in recent years. 
It is, on the contrary, the excessive monetary expansionism pursued by 
both political parties since the war and in particular—and this is the Tory 
Party’s responsibility—in 1953-55, which led, as it was inevitably bound to 
do in the end, to a loss of flexibility and the power of quick readjustment 
to shifting demand on the part of industry. 

If I feel doubtful about the size of Mr Heathcoat Amory’s tax remissions, 
if I would have preferred that he should hasten rather more slowly, it is 
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because I should not like to see him follow in the footsteps of Mr Butler, 
who overdosed us with pick-me-ups in the years 1953-55. 

A month or two ago I wrote in this commentary that monetary policy 
had for the time being shot its bolt as an instrument of monetary policy 
and that now the Budget must take over. My feeling now is that (if I may 
change the identity of the projectile) the buck may presently be passed back 
from Great George Street to Threadneedle Street. 

If my fears have any substance, the first symptom of reviving inflationary 
pressure will presumably be the re-emergence of gold losses. It would 
not, I think, take a great deal to bring that about. The balance of pay- 
ments surplus was tapering off sharply in the second half of last year. Long- 
term lendings abroad which fell last year from the high figure of 1957, 
will increase again this year. And with raw material prices beginning to 
rise, the terms of trade are likely to move somewhat against us. If by the 
autumn these factors were beginning to make their impression on the 
reserve, Bank rate might come into the picture again. 

By which I do not at ail mean to suggest that I expect an exchange crisis 
or anything like it this year. And by next year, all kinds of new factors 
will be in the picture. The Radcliffe Committee will have reported, recom- 
mending possibly improved methods of monetary control. And a change of 
Government may have taken place bringing all kinds of financial alarms and 
excursions ! 





An Artist's Sketchbook: No. 63 


BRITISH BANKS IN TOWN AND COUNTRY 


Midland Bank, Wood Street 


EADERS who are also students of Wordsworth may recollect the 
Riu of poor Susan and of “ the bird who sang loud ”’ from his palace 
of wickerwork at the corner of Wood Street. At that time, about 
1820, most city merchants considered the City of London as the natural 
place in which to live. They made their homes about or above their 
business premises; they had not yet acquired the notion—which was to 
transform the habits of Londoners—of travelling to the suburbs each day. 
In those days the neighbourhood was full of gardens, many of them sur- 
viving from the Middle Ages. One or two remain to-day but, in the dirt 
of modern London, neither the trees nor the sparrows appear as lively as 
they might. 

The old City men would fail entirely to recognize their surroundings 
could they be permitted to return to Wood Street and Gresham Street 
and the whole area to the north of Cheapside. Devastation and rebuilding 
have entirely altered the face of things. Only here and there would they 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


find a familiar landmark hidden below the cliff-like, towering structures 
which have gone up during the last few years. 

Many of these ofhce buildings are depressingly dull and unimaginative. 
A few, however, have distinctive qualities. One of the best is the Midland 
Bank, itself only a two-storey portion of a great office block. ‘This new 
bank replaces the building destroyed in an air-raid in December, 1940. 
In the new building the emphasis is on light, and is achieved by the 
extensive use of glass and the slender airiness of construction. 

A certain amount of colour has been added to relieve the expanse of glass. 
The uprights between the windows are in a grey-green artificial stone, and 
the panels separating the two ranges of windows are of a dusty pink. 
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Switzerland’s Surteited 


Money Market 


By G. GYGAX 


ZURICH, mid-April 


FTER years of prolonged expansion, the Swiss economy levelled 
out in 1958, partly as a result of domestic developments and 
partly under the impact of the recession in the United States. 
Before the repercussions of the American recession were felt, 

however, some segments of the Swiss economy—particularly residential 
construction—had softened in consequence of the strains that had built 
up in the money and capital markets in the course of 1957. Fortunately, 
the recession did not begin to affect Switzerland until the stringency in the 
Swiss capital market had been largely overcome and by that time the pace 
of business activity in the United States had started to quicken again. 
This sequence of events largely explains why overall employment in the 
Swiss economy was maintained at a high level during 1958. 

The differences between the experiences of various sectors of the economy 
were, however, more pronounced than formerly. ‘The Swiss machine- 
building industry, for instance, was able to boost exports by another 6 per 
cent in 1958, though its backlog of unfilled orders shrank appreciably. 
Many other industries were not able to avoid cuts in production, although 
more of them produced for stock. Notably the watch and textile industries 
suffered heavy declines in output—the former, whose exports normally 
amount to more than 95 per cent of production, sustained a 14 per cent 
drop, to SwFr 1,118 millions, in its sales abroad. Nevertheless, total 
exports at SwFr 6,649 millions fell only 1 per cent short of the all-time 
record achieved in 1957. In contrast, imports reversed their long-standing 
uptrend, and at SwFr 7,335 millions they were 15 per cent below their 
1957 record level. The deficit in the Swiss balance of trade consequently 
shrank from SwFr 1,733 millions to SwFr 686 millions. Full figures for 
current transactions in 1958 are not yet available, but it may reasonably be 
assumed that invisible exports yielded a surplus of something like SwFr 1,500 
millions. Hence the balance of payments, which for the first time in many 
years was in deficit in 1957, probably showed a sizeable surplus in 1958. 

This considerable improvement in Switzerland’s balance of payments, 
which appears to have continued in the first months of this year, has 
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undoubtedly been one of the main reasons for the much greater liquidity 
in the Swiss money and capital markets. Although the stringency in the 
money market soon eased after May 15, 1957, when the official discount 
rate of the Swiss National Bank was raised to 24 per cent (having stood 
at 14 per cent since 1936), the strains developing in the capital market did 
not reach a climax until the late autumn of 1957. In mid-1956 the scarcity 
of loanable funds had already prompted a suspension of Switzerland’s 
time-honoured capital exports through public issues, in order to meet 
domestic needs for new capital. ‘This scarcity was caused not so much 
by a decline in the volume of funds offered in the capital market as by a 
tremendously inflated demand for investment money—nurtured by the 
excesses of a feverish boom. 

Easier credit conditions in the capital market were discernible in the 
closing months of 1957, and the volume of liquid funds continued to increase 
throughout 1958 and the first few months of this year. This rapid and 
persistent increase in liquidity may be ascribed to six main factors. First, 
the re-emergence of a considerable surplus in the current balance of pay- 
ments. Secondly, the repatriation of Swiss funds invested abroad. 
Thirdly, the repayment of part of the federal public debt. Fourthly, the 
relaxation of credit restrictions imposed by the Swiss National Bank. 
Fifthly, the repayment of bank loans as a result of cutbacks in inventories. 
Sixthly, the inflow of foreign funds. Moreover, lower capital expenditures 
by business led to a slackening in the total market demand for capital. 

As mentioned earlier, the great improvement in the “ current’ balance 
of payments is attributable primarily to a reduction in the import bill. 
Some SwFr 1,000 millions less was required for its financing in 1958 than 
in the preceding year, when it had been swollen by the stocking-up that 
followed the Suez crisis. ‘The weakness of raw material prices and the 
uncertain business prospects led to a more cautious inventory policy in 
1958. At the same time the shortage of investment money at home, the 
deterioration of the economic outlook in the United States and the reduc- 
tion in American interest rates induced substantial withdrawals of Swiss 
funds invested overseas, particularly in the United States. 

Liquidity was further increased by the redemption of bonded debt of 
the Swiss Confederation. From 1954 to 1956, a period characterized by 
an abundance of money, the federal government, in an attempt to reduce 
the inflationary danger, refrained from using revenue surpluses for debt 
redemption. It kept the funds out of the market by holding them in the 
form of demand balances, gold and United States Treasury bills. In the 
course of 1957, however, more than SwFr 600 millions of federal debt was 
paid off, notably with the intention of easing conditions in the mortgage 
market. In 1958 three additional maturing issues of federal bonds totalling 
SwFr 595 millions were repaid. The redemption of two of these loans, 
totalling SwFr 295 millions, occurred during the first half of the year; by 
the maturity date of the third, November 1, 1958, the market was already 
very liquid. ‘The federal government, as well as the Swiss National Bank, 
therefore considered it expedient to reabsorb SwFr 100 millions from the 
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market through the sale of new Treasury bills. ‘Towards the end of 1957 
the Swiss National Bank—acting to some extent under domestic political 
pressure—relaxed its measures of credit restraint. ‘True, it left the dis- 
count rate unchanged at 2} per cent until February 26, 1959, but the 
official rate does not play the central rdle in monetary policy that it does 
in many other countries and the Bank’s influence on the market is in practice 
exercised mainly through its gentlemen’s agreements with the other banks. 
The agreement concerning maintenance by the banks of minimum deposits 
with the central bank, entered into in 1955, was gradually relaxed in 1957 
and entirely cancelled in March, 1958, and the agreement by which no 
interest was paid on Swiss-franc balances held by foreigners with Swiss 
banks was abolished. 

Undoubtedly an inflow of foreign capital has also contributed to the 
market’s liquidity. In the past year, especially at times when international 
tension has been high, new “‘ flight’? money has frequently sought refuge 
in Switzerland. At the moment foreign-held short-term and medium- 
term funds, which in part have been in the country for many years, may 
well run to some SwFr 5,000-6,000 millions, about half of which represents 


DEMANDS ON THE SWISS CAPITAL MARKET, 1952-58* 


(SwFr millions) 


Gross Net 

Swiss Bonds Foreign Demand Demand 

Year Proceeds Refund- Shares Bonds on Capital on Capital 
of Sale ings Market Markett 
1952 - 720.6 387.5 65.7 246.4 645.2 325.1 
1953 si 784.1 535.6 52.2 224.5 525.2 258.1 
1954 sa 641.2 398.9 82.4 395.4 720.1 385.2 
1955 ea 1,052.6 560.4 197.3 427 .3 1,116.8 933.0 
1956 - 1,009.5 396.3 188.8 284.8 1,086.8 987 .6 
1957 i 1,235.3 87.1 185.7 4.9 1,338.8 1,123.7 
1958 - 930.0 103.3 113.7 136.6 1,077.0 422.9 


* Public offerings only. 
+ Net demand = gross demand minus proceeds of repayment of maturing issues. 


dollar balances. A considerable share of the “ flight’? money does not 
appear on the capital market proper, but lies idle with the banks. The 
existence of these “hot ’’ balances is one of the reasons why the big Swiss banks 
maintain a higher level of liquidity than similar institutions in other countries. 

The high liquidity of the Swiss money and capital markets has been 
reflected in several ways. Between April, 1957, and the end of 1958 the 
monetary reserves of the central bank grew by SwFr 1,563 millions, to 
SwFr 8,890 millions. Demand balances held with the Swiss National Bank 
by other banks and non-bank companies climbed from a low of SwFr 1,494 
millions at the end of May, 1957, to SwFr 3,088 millions at the middle of 
August, 1958. There was a slight reduction in the closing months of the 
year, but the losses were nearly made good in the first quarter of 1959 and 
the supply of funds remains abundant. The balance sheets of virtually 
all the banks in 1958 recorded substantial increases in deposits, cash and 
primary reserves, and a decline in loans. 

The decline in interest rates brought about by the sharp increase in 
liquid funds was to some extent moderated in the money market by the 
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maintenance of the official discount rate at 2} per cent throughout 1958. 
Call money, however, which was still commanding rates of 2 per cent and 
more at the end of 1957, was available at 1 per cent as early as April, 1958. 
Late in 1957 the big banks paid as much as 24-2? per cent for three-months’ 
time deposits, but by the close of 1958 the rate had dropped to 1}-1} per 
cent. In the capital market the average yield on twelve loans of the Swiss 
Confederation, which had reached a record level of 3.94 per cent in October, 
1957, dropped to 3 per cent in the first half of 1958, and remained at this 
level until the close of the year. <A further fall, to 2.85 per cent, occurred 
in the first quarter of 1959. Yields on electric power and on manufacturing 
company bonds declined from around 4} per cent to some 34 per cent in 
the course of 1958. 


Capital Exports Resumed 


The extraordinarily large demand for investment funds in 1957, which 
was the main source of the strains in the Swiss capital market, provided 
greatly increased business for the issuing houses. ‘The market value of 
newly-issued bonds offered for public sale amounted to SwFr 1,240 millions 
in 1957, of which only SwFr 87 millions represented refinancing. Since, 
moreover, SwFr 186 millions of newly-issued shares sought subscribers, 
the additional financing demands made upon the capital market reached 
the unprecedented peacetime total of SwFr 1,339 millions. Terms were 
steadily revised upwards to conform to the rising yields in the bond 
market, and whereas early in 1957 a 34-3? per cent coupon was still the rule 
for new issues by electric power companies, the 44 per cent coupon became 
more and more common towards the end of the year. 

At the end of 1957 many people in banking circles were quite worried 
about the chances of success of the proposed issues. But it soon became 
clear that several of them were being either dropped or postponed in expecta- 
tion of lower interest rates. As a result, in 1958 only 48 Swiss loans to a 
total value of SwFr 930 millions were offered for public subscription. 
Of this amount, SwFr 103 millions represented refunding. Demand for 
new money thus ran to SwFr 827 millions. The subscription value of 
newly-issued shares totalled a further SwFr 114 millions. Since SwFr 654 
millions of publicly-placed debt was repaid (compared with only SwFr 215 
millions in 1957), the net absorption of funds from the market through 
the issue of domestic bonds and shares came to a mere SwFr 286 millions. 

Thus, well before mid-1958 it had become obvious that the resumption 
of capital exports was imperative if excessive liquidity in the capital market 
was to be avoided. However, the underwriting and public sale of foreign 
bonds exceeding SwFr 10 millions requires the approval of the Swiss 
National Bank. Only after the monetary authorities had become convinced 
that even the mortgage market—the longest under pressure and foremost 
target of the play of political passions—had sufficient liquid funds did 
they give the green light for the public issue of foreign loans. 

The first foreign issue on the Swiss market after the lifting of the ban 
was made by the Reckingen electric power company in mid-September. 
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Its 4 per cent refunding issue, however, did not drain new funds from the 
market. Before the end of the year Tauernkraftwerke AG, Salzburg, 
Austria, raised SwFr 40 millions; IBM World Trade Corporation of New 
York, SwFr 50 millions; and SA des Manufactures des Glaces et Produits 
Chimiques de Saint-Gobain, Chauny and Cirey, SwFr 50 millions. These 
issues were heavily oversubscribed. 

The trend towards greater liquidity in the Swiss money and capital 
markets has continued in the first few months of the current year. Although 
new issues of domestic and foreign bonds have been substantial, they have 
almost without exception been heavily oversubscribed. In addition to 
domestic issues estimated at some SwFr 260 millions, the first quarter of 


1959 saw the following foreign issues :— 
Issue Price 


(per cent) 
SwFr 100 millions 4 per cent World Bank, Washington “ey ws 100 
SwFr 50 millions 5 per cent Electricity Supply Commission, Johannes- 
burg - 4 - - es - me - - 100 
SwFr 60 millions 44 per cent The British Petroleum Co., London .. 100 


If the sales of newly-issued stock totalling approximately SwFr 40 millions 
and the launching of two important new investment trusts for European 
shares (which have already absorbed more than SwFr 100 millions) are 
included in the computation, the net demands made upon the market in 
the first quarter of this year alone may well approach the total net demand 
made upon it in the whole of 1958. ‘The schedule of planned issues indi- 
cates that the demands on the Swiss market will remain heavy, particularly 
if the resumption of economic expansion leads to a recovery in business 
investment. It is thus possible that the trend towards greater liquidity will 
cease, and perhaps even be reversed, in the course of the year. 

For the moment, however, liquidity remains very high and the trend 
towards lower interest rates continues and has perhaps received some fresh 
impetus from the lowering of the discount rate of the Swiss National Bank 
to 2 per cent. ‘This measure, taken on February 26, was not prompted by 
the needs of the economy but by the desire to bring the official rate into 
line with market rates. In the present abundance of capital funds the 
official discount rate is not an important factor in the business situation. 

The argument put forward in some quarters that the reduction in the 
discount rate was designed to check the inflow of foreign capital, appears 
to lack substance. Repatriation of Swiss balances held abroad ceased 
some time ago; by last autumn it had been superseded by a renewed out- 
flow of Swiss funds. The higher rates obtainable in other centres have 
encouraged the investment abroad, especially in New York and London, 
of sizeable sums of short-term funds owned by Swiss nationals, and since 
the turn of the year, when the external convertibility of most currencies of 
western Europe was announced, interest differentials have probably acquired 
a new importance. Foreign funds are generally expected to be attracted 
again by many markets other than those in Switzerland. Swiss banking 
circles have been surprised, however, that, despite convertibility, the inflow 
of “ flight ’’ money did not come to an end in the first quarter of 1959. 
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Building Societies in 
a New Age 


By GORDON LEE 


AST November, the Government’s white paper on house purchase 

ushered in a new age for the building societies of this country. 

It was not simply another milestone in the movement’s history. As 

the years pass the Housing Bill, now before Parliament and em- 

bodying the white paper proposals, may come to be seen as an event almost 

as important as the Building Societies Act of 1894. ‘The bill promises the 

injection of Government loans into house purchase through the offices of 

the building societies; it holds out the prospect of trustee status for the 

deposits of approved building societies; and, by doing so, it imposes 
minimum and more uniform standards of conduct on those societies. 

A movement that has always been conscious of its power as a borrower 
and lender of the public’s money, that has always been anxious to preserve 
exacting standards of probity and judgment and that has always taken 
pride in the duties and responsibilities of mutuality is having to adjust its 
ideas to a new set of conditions that, on the one hand, hold out the prospect 
of further expansion and, on the other, impose new rules of discipline. 
The debates on principle and practice within the societies have become 
even more conscientious. 

The new age has dawned after two years of trial and strain for the 
building societies. ‘They can look back upon those two years with satis- 
faction. They confounded their critics by passing through a period of 
quickly shifting interest rates and credit conditions without altering their 
own borrowing and lending rates. And they did so, if not with ease, at 
least with their strength unimpaired. ‘They had to ration new mortgages, 
but though there was a high rate of withdrawals new money continued to 
flow in and receipts continued to run ahead of withdrawals—if, in some 
months, only just so. 

The societies were criticized for not raising their rates, since the fall in 
gilt-edged prices had made serious inroads on the market value of their 
liquid assets. But they weathered that particular storm and by keeping a 
very tight rein on mortgage lending some of the societies began to add 
gilt-edged securities at low prices to their investment portfolios in antici- 
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pation of a fall in interest rates. ‘This was good business since on their 
investments the societies were earning a higher return than on mortgages. 

Later, when Bank rate came down in five successive stages from 7 to 4 
per cent, the societies were criticized for not lowering their rates. The 
last time Bank rate was at 4 per cent, in 1952, the societies were charging 
effectively 44 per cent on mortgages. ‘The answer by the Association was 
that the rates paid on such competing media as national savings were high. 
Moreover, there was still a big unsatisfied demand for new mortgages at 
6 per cent and it was not until the closing months of last year, that is after 
Bank rate had come all the way down to 4 per cent, that money really 
began to flow in quickly to the building societies. ‘Till then, the societies 
were nursing their liquid balances and prudently rationing their mortgages. 
If they succeeded in lending slightly more on new mortgages—unofhcial 





TABLE I 
BUILDING SOCIETIES COMPOSITE BALANCE SHEETS 
1956 
LIABILITIES £mns_ Per cent ASSETS £mns_ Per cent 
Shares .. re ~— ae 85.7 Mortgage balances +. noe 84.0 
Deposits ‘a oe 194 8.7 Investments (book value) 277 12.6 
Other liabilities in 25 1.0 Cash a 59 2.7 
Reserves 102 4.6 Other assets - e 16 0.7 
2,234 100.0 2,234 100.0 
1957 
Shares .. il os 2009 86.3 Mortgage balances .. 2,026 84.1] 
Deposits - sa 189 7.8 Investments (book value) 304 12.6 
Other liabilities - 32 1.4 Cash = a 59 2.5 
Reserves we “is 108 4.5 Other assets _ - 19 0.8 
2,408 100.0 2,408 100.0 
1958* 
Shares .. - o> ae 86.6 Mortgage balances _  —we 83.2 
Deposits - ea 200 Pe Investments (book value) 350 13.4 
Other liabilities - 35 ir Cash ; 70 2.7 
Reserves - a 115 4.4 Other assets 20 0.7 
2,615 100.0 2,615 100.0 


* Approximate 


estimates suggest that {£375 millions was advanced last year, compared 
with £371 millions in 1957—it was because the rate of mortgage repayments 
was higher. But just as the debate on whether rates should come down 
or not was beginning to warm up, the Halifax acted. ‘This, the biggest 

society of all, is not a member of the Association and from the beginning 

of December it brought its rates down to 53 per cent on mortgages and to 
{+ per cent, net, on shares. 

In doing so, the Halifax sacrificed some of the inflow of new money that 
it might have obtained if it had left its rate unchanged at 34 per cent, net, 
on shares; it had to accept the possibility that it would have to continue 
to ration mortgages when other societies were lending much more freely; 
and it had to face the prospect that unless the Association brought down 
its recommended rates it could not come into the Government’s new 
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scheme except at a loss. But its action had a psychological impact, even on 
societies that do not much care for frequent changes in rates. 

There is much to be said in favour of leaving the rates unchanged: at 
34 per cent, net, the shares of a building society are attractive to investors, 
in spite of the many competing claims of national savings securities of all 
kinds, deposits with finance houses and mortgage bonds of local authorities; 
and at 6 per cent on mortgages there are still plenty—indeed, at the moment, 
perhaps a growing number—willing to borrow. Let the societies wait, 
the argument runs, until competition among themselves for new mortgages 
is so intensive that it forces the mortgage rate down. But even those most 
committed to this view could not ignore the force of the Halifax’s action, 
nor the appeal of the argument, tugging at the sentiment of mutuality, put 
by its president, Mr Algernon Denham: 

... On the one hand there is the view that as long as there is a demand 
for mortgage facilities no steps should be taken which might prevent that 
demand being satisfied to the maximum possible extent. On the other 
hand there is the view . . . that the correct method of discharging one’s 
obligations as a mutual institution is to pay a fair and reasonable rate for 
the money raised from the investing public and to do the resultant business 
in the mortgage field which your inflow of funds will permit, while charging 
to your borrowers the minimum rate possible. The fundamental difference 
between the two policies is that one promotes strength and the other stimu- 
lates size. 
The need to reconcile strength with size has always been a problem for 
a movement in which prestige is often equated with the rate of expansion. 
The problem has become an even more pressing one in recent years. The 
thrustful and ably managed Co-operative Permanent has shown that by 
opening new branch offices it is possible not merely to attract new mortgage 
business but also to attract new savings. Its growth has been remarkably 
rapid. Many members of the movement are conscious of the social service 
that the building societies provide in making funds available for house 
purchase and many of the big national societies, including the Halifax, 
have also been adding to the number of their branches and agencies. But 
expansion adds to the cost of management and reduces the margin available 
for reserve appropriations. Now, the size of those margins has become 
a matter of urgent concern for those who wish to come into the Govern- 
ment’s scheme and to qualify for trustee status. 

The real point of trustee status is not the flow of new money that may 
be attracted to deposits because they have received the accolade but that 
no important society dares to forgo the hallmark of security that trustee 
status will bestow. ‘To secure that status, it is as well to recall, a society 
must fulfil znter alia the following conditions: (1) Total assets must exceed 
£500,000. (2) Deposits, loans and debts must not exceed two-thirds of the 
balance outstanding on mortgage (excluding the big mortgages, possessions, 
and properties in arrears). (3) Liquid assets, stringently defined at book or 
market value, whichever is the lower and shown after deducting bank loans, 
must not be less than 74 per cent of total assets (excluding Government 
advances). (4) Free reserves must not be less than 2} per cent of total 
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assets and free reserves after deducting investment depreciation must not 
be less than 14 per cent of total assets in the 1957 and 1958 accounts, not less 
than 2 per cent in the 1959 accounts and not less than 24 per cent thereafter. 

In addition, as the Government lends to the butiding society at 4 per 
cent below the recommended rate on mortgages of the Association, the 
scheme in effect makes the Association’s recommended rate compulsive on 
those societies that wish to come into the scheme. In its turn, the Asso- 
ciation, whose hand has thus been much strengthened, will be gradually 
amending its qualifications for membership to accord, except on the question 





TABLE II 
TEN LARGEST SOCIETIES: SHARES AND DEPOSITS* 
(£000s) 
1956 1957 1958 
With- With- With- 
Inflow  drawals Inflow drawals Inflow  drawals 
Halifax .. .. 70,632 46,884 85,375 50,258 89,041 60,339 
Abbey National .. 49,433 37,113 48,826 39,098 57,239 41,444 
Co-operative Permanent.. 33,664 21,489 36,547 23,486 42,428 29,942 
Woolwich Equitable 22,749 16,996 20,511 17,437 18,479 18,595 
Leeds Permanent. . 19,608 15,065 19,373 15,484 18,923 17,590 
Provincial .. 11,205 9,479 11,091 9,906 13,441 10,924 
Alliance 12,672 9,565 13,708 9,743 14,912 10,546 
Burnley 8,492 7,418 8,501 7,876 10,026 8,281 
Leicester Permanen 6,761 5,620 6,989 5,593 11,583 7,097 
Leek & Moorlands 5,386 5,163 5,482 5,296 6,077 5,546 
MORTGAGE BUSINESS 
Balance 
1956 1957 1958 Out- 
Ad-___ Repay- Ad- _Repay- Ad- Repay- _ standing 
vances ments vances ments vances ments End-1958 
Halifax - 46,124 39,238 66,675 44,744 66,702 50,226 316,862 
Abbey National 40,030 30,898 38,622 35,856 41,014 37,856 254,615 
Co-operative Perm.. 21,451 18,061 29,064 21,042 30,265 24,511 168,959 
Woolwich Equitable 17,694 15,256 16,086 16,754 17,372 16,986 118,441 
Leeds Permanent .. 15,702 13,414 16,159 14,825 13,525 14,955 96,187 
Provincial 9,531 9,371 8,409 9,723 8,386 10,109 61,335 
Alliance 10,206 7,931 11,288 8,742 9,437 9,253 54,156 
Burnley 7,306 7,291 7,900 7,817 7,174 7,878 45,255 
Leicester Permanent 6,366 6,758 8,031 6,933 8,705 6,515 43,074 
Leek & Moorlands. . 5,002 5,063 5,000 5,518 4,985 5,540 33,294 


TOTAL ASSETS AND MARGINS FOR RESERVES 
MARGINS FOR RESERVES 
PER £100 OF TOTAL 


TOTAL ASSETS ASSETST 
1956 1957 1958 1956 1957 1958 
s d s d s d 
Halifax .. 297,298 344,012 389,865 4 3 4 5 6 4 
Abbey National ed 258,246 278,204 304,513 4 3 4 3 4 10 
Co-operative Permanent . . 143,685 162,621 204,523 2 8 2 10 4 3 
Woolwich Equitable 125,708 133,391 138,406 5 5 3 8 6 5 
Leeds Permanent. . 102,736 110,709 116,127 4 0 5 10 6 il 
Provincial . . 67,182 71,030 76,217 7 8 8 0 8 3 
Alliance - 56,230 62,937 69,151 5 5 4 8 6 9 
Burnley... 7 48,759 51,429 55,052 3 8 6 0 6 2 
Leicester Permanent 41,515 44,392 50,957 4 8 4 3 4 2 
Leek & Moorlands 36,057 37,900 40,274 6 8 12 O 9 2 
* Figures of the Halifax for years to January 31, of Woolwich Equitable and Leeds 


Permanent to September 30, and all other Societies to December 31. | 
+ Excluding profit on sale of investments and before deducting amounts written off 


investments. 
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of size, with the requirements for trustee status. These requirements 
should be sufficient in themselves to keep those societies that have the 
flavour of property finance and property speculation about them on the 
outside, especially as the powers given to the Chief Registrar under the 
bill are permissive and not mandatory and he can exclude a society, even 
if it passes all the arithmetic tests, if in his opinion it is pursuing an 
unsound lending policy. 

The trustee requirements as they are now likely to be embodied in law 
were settled after consultation with the Association and its members. 
Inevitably, as in any measure of this kind, they bear the marks of com- 
promise. ‘That is not necessarily bad in itself, but the provisions of the 
bill have already been criticised both inside and outside the movement. 
The minimum liquidity ratio specified is that which has been recom- 
mended for some years by the Association. Most of the leading societies 
have a liquidity ratio much higher than 73} per cent and it could be argued 
that an opportunity was missed in not raising the prescribed ratio to a higher 
figure. Opinions have been much more divided on the question of reserve 
ratios. For a long time, the Association has urged that the minimal ideal 
is 5 per cent. Now 23 per cent, admittedly at market value, is to be en- 
shrined in law. This, Mr Denham of the Halifax has said, is “ surely a 
depreciation in standards hard to justify ”’. 


Putting a Brake on Growth 


The ratios, particularly the initial 14 per cent, are in Mr Denham’s 
opinion inadequate in view of the fluctuations in gilt-edged prices, even 
though they are based on market values. Gilt-edged securities are often 
the risk assets of a building society nowadays, but if stocks are kept within 
the short-dated range the risk of fluctuation is minimized. Reserves, how- 
ever, are normally held as protection against the possibility of lapses and bad 
mortgages. Recent experience suggests that on this score 2} per cent is 
adequate. Nevertheless, it would seem prudent for societies to regard it as 
the absolute minimum, and to aim at something higher. 

Even 24 per cent, however, has put a brake on some of the societies’ 
activities and plans. ‘Those that have been expanding quickly, opening 
new branches and agencies, have been adding to their management expenses 
and tucking away very little to reserves. ‘Thus, the Co-operative Permanent 
has now decided to consolidate and build up its reserves. The reserve 
ratios of other societies have been falling as well: the new requirement will 
rub the lesson home to many societies that strength can be as important as 
size. It means, too, that any adjustments that are made by the societies in 
their borrowing and lending rates will have to give more heed than in the 
past to the effect these will have upon the margins available for reserve 
appropriation. 

Views about the minimum reserve requirement may differ among the 
leading societies, but on another point most of them are in agreement: the 
Government has been too stringent in drawing the line at £500,000 of 
total assets. ‘That rule alone excludes something like 500 societies, which 
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between them, however, control only about 10 per cent of the total assets 
of the movement. But, as Sir Harold Bellman and Sir Bruce Wycherley, 
as well as Mr Denham, have said, size alone does not guarantee soundness 
and many of the societies excluded on the grounds of size are just as sound 
financially—if not sounder—than some of their bigger brothers. One 
answer that can be returned to this charge is that a line has to be drawn 
somewhere and that it is the small societies that are exposed to local 
variations in economic conditions—at one moment flooded with mortgage 
enquiries and at another faced with sudden withdrawals of savings. 

The £500,000 limit seems likely to stay and it must speed up the process 
of amalgamation between the smaller societies that previously competed for 


TABLE III 
GILT-EDGED DEPRECIATION, LIQUIDITY AND RESERVE RATIOS 
(£000s) 
Investments at Investments at 
Book Value Market Value 
1957 1958 1957 1958 
Halifax - ne - - 55,540 65,416 55,710 68,144 
Abbey National i - a 33,613 40,647 31,952 39,822 
Co-operative Permanent .. - 20,708 30,864 18,692 29,214 
Woolwich Equitable os a 18,964 15,786 16,142 13,912 
Leeds Permanent .. “a ale 13,323 13,986 13,169 13,900 
Provincial .. “a - - 8,208 10,273 7,886 10,130 
Alliance a as ‘a 7” 8,734 11,547 7,993 11,050 
Burnley ‘a a “a 6,770 7,485 6,501 7,409 
Leicester Permanent - ” 4,302* 5,622* 4.302 5,622 
Leek & Moorlands .. - - 4.351 4,564 4,049 4,341 
Liquidity Ratio Reserves Ratio 
At Book At Market At Book At Market 
Values Values Values Values 

1957 1958 1957 1958 1957 1958 1957 1958 

Halifax is - .. 17.9 18.4 17.9 19.0 3.8 3.7 . ie 
Abbey National - .: 14.4 15.6 13.9 15.4 3.8 3.8 aS 
Co-operative Permanent... 14.5 15.8 13.4 15.1 2.9 2.8 <7. oe 
Woolwich Equitable v~ wee Be.9 14.2 12.3 4.1 4.3 1.9 3.0 
Leeds Permanent .. ao a 16.2 16.1 16.1 5.1 I S3 3.2 
Provincial .. - . 689 28 15.7 18.6 6.5 6.4 5.9 6.2 
Alliance - a .. 16.6 18.7 15.6 18.1 > ae % 1.0 2.0 
Burnley ie - «+ Eee! )06 6S 14.9 16.9 4.2 4.2 3.6 4.1 
Leicester Permanent o<) ee 14.2 iZ.2 14.2 5.9 $5.9 5.9 5.9 
Leek & Moorlands .. . ao 16.0 15.1 15.6 5.0 5.1 4.1 4.5 


* After writing down investments. 


business in one small local community. So far mergers have not been 
very common. Whether they will be now that trustee status comes into 
conflict with local loyalities remains for the time being an open question. 
But it is already clear that the movement as a whole must decide how 
mergers—or, to use the legal term, transfers of engagements—should take 
place. ‘The Chief Registrar holds a watching brief over mergers and his 
friendly and judicious intervention can prevent the rights of shareholders 
in either merging society being abused. But those powers, however wisely 
used, may not be sufficient unless the societies themselves are agreed on 
certain standards of conduct. This problem was brought into the open 
when competing bids were made for the Sheerness and Gillingham. ‘Three 
lessons can be drawn from this affair. First, although open bidding, anala- 
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gous to take-over bids for public companies, is distasteful to a movement 
wedded to the principle of mutuality, this should not prevent the directors 
of a society wishing to transfer its engagements from seeking to secure the 
most advantageous terms for its shareholders. Secondly, though there is 
no equity in a building society, it is up to the directors of any society 
wishing to merge to put the interests of the shareholders first. Thirdly, 
some formula must be accepted imposing a reasonable limit on the bonus 
that can be paid to shareholders when their engagements are transferred. 
Mr G. Tatton of Leek & Moorlands, one of the societies that made a bid 
for the Sheerness and Gillingham, enunciated a formula that seems reason- 
ably equitable: if a society with a high reserve ratio decides to merge with 
a society with a lower reserve ratio, the members of the first society should 
receive on the transfer of engagements a bonus equivalent to the distri- 
bution of the surplus reserves over and above those of the second society. 
Thus all members of the merged society are put on an equal footing and 
it is up to the shareholders concerned, if they feel they are sacrificing too 
much security, to turn down the proposed merger. 


Should the Rates come Down ? 


A more pressing problem of adjustment posed by the new housing bill 
is its likely effect upon the attitude of societies towards a reduction in their 
borrowing and lending rates. At the beginning of this year the building 
societies were poised for a further bout of expansion. Over the preceding 
twelve months their liquidity ratios at book value had improved, on average, 
from 15.1 per cent to 16.1 per cent. At market value, thanks to the recovery 
in gilt-edged, the improvement had been even more marked. Money 
was flowing easily into shares and deposits and there was a persistent 
demand for new mortgages at 6 per cent, a demand that was likely to grow 
bigger as the year progressed. The proposed injection of money from 
the Government—put by the Chancellor at {£25 millions this financial 
year—for pre-1919 properties promised the release of an equivalent sum 
from the societies’ own funds for lending on other types of property. 

To what rates of interest, then, should expansion be geared? For 
some months it was clear that the societies, acting through the Council of 
the Building Societies Association, preferred to see what the Budget would 
bring before coming to a final decision. ‘The Budget, when it came, brought 
one relief: the standard rate of income tax was reduced. ‘That must bring 
down the composite rate paid by the societies on behalf of their shareholders 
and depositors. At the old rates, that is 6 per cent on mortgages and 
34 per cent, net, on shares, this would automatically bring about an improve- 
ment in the margins available for reserve appropriation. ‘The effect of the 
reduction in the composite rate and in the standard rate (which the societies 
pay on their surpluses) may also be enough to leave reserve margins unim- 
paired at their old level if the rate on mortgages were to come down to 
5$ per cent and the rate on shares to 3} per cent, net. But societies that 
are anxious about the level of their reserves would prefer to see the rate 
on shares reduced to 3 per cent, net, though they would agree to such a 
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TAKE EXPERT ADVICE! 


Simon’s Income Tax 





INCOME TAX presents problems to most of us at some time or 
another, but the subject is so vast and complicated that even company 
secretaries and accountants, whose advice is very often sought on 
tax matters, may be glad to turn to a never-failing source of expert 
guidance on income tax law and practice—they can rely upon the 
five volumes of SIMON’S INCOME TAX for complete information. 


Lord Simon’s great work, now in its Second Edition, was com- 
piled under his guidance by an experienced team of lawyers, account- 
ants and officials from the Inland Revenue Department; in this way 
all practical requirements are met and no aspect of the subject is 
neglected. Furthermore, helpful accountancy examples illustrate 
the text in a way which no amount of verbal explanation could excel. 


This is a book which speaks with the voice of authority, in clear 
understandable terms, free from jargon and vague generalisations. It 
is a sound investment, particularly as the regular Service keeps it up 
to date by taking account of all developments such as judicial de- 
cisions, changes in practice and new legislation. Particular 
importance is attached to keeping subscribers fully informed of 
Budget changes without delay. The text of the new Finance Bill will 
be in subscribers’ hands, complete with annotations, within a few 
days of the official publication date, while the text of the relevant 
portions of the Finance Act, fully annotated and indexed, will be 
issued in booklet form only two or three weeks after Royal Assent. 
This is all just part of the SIMON Service. 


SIMON is a work which is so useful that, as a writer in 
ACCOUNTANCY once said: “Any office without a copy is un- 
furnished.” 


In Five Volumes including Index 
£15 15s. net per set, by post 8s. extra. Service: 63s. a year. 


An illustrated leaflet is available from the publishers 





Butterworths, 88 Kingsway, London, W.C.2 
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reduction only if the interest on national savings securities came down as well. 

The Budget, however, did not bring any change in the rates on national 
savings and the societies were at once faced with a dilemma. When it 
met three days after the Budget the Council had some difficult decisions 
to take. Some of the money that has recently flowed into building societies 
may be “ hot’ and may be withdrawn as quickly as it was deposited. In 
February and March, moreover, there was a drop in the net receipt of 
money from the peak level reached in January, though even so average net 
receipts over the first quarter of this year were above the level of the last 
quarter of 1958. And in the summer months the societies are faced with 
a big programme of mortgage lending. 


Decision Deferred 


The Council temporized. It announced that it would recommend 
‘appropriate’ reductions in mortgage and investment rates in three 
months’ time if the inflow of funds continued in the meantime at a satis- 
factory level. ‘The odds are that rates will be reduced (presumably to 
54 per cent on mortgages and 3} per cent, net, on shares), but the Council 
of the Association has left itself an escape route. 

Its decision can be criticized. It leaves the Halifax still isolated and 
puts the Leicester Permanent, which unlike the Halifax is a member of 
the Association, in rather an awkward spot, for that society, while leaving 
the rate unchanged at 34 per cent on shares, has already reduced its rate 
on new mortgages to 54 per cent and promised to bring down the rate on 
old mortgages by 4 per cent (subject to a minimum of 54 per cent) at the 
beginning of July. Perhaps not many tears will be shed elsewhere in the 
movement about the fate of these non-conformists. But their presence 
emphasizes a real desire among many members of the movement to bring 
rates down. As it is, the Council has not given a firm lead. If there is 
an unsatisfied demand for mortgages at 6 per cent, why not risk censure 
and stick to the present rates? If there is a real danger of massive with- 
drawals if the share interest rate is brought down, why hint at a reduction, 
which in itself may bring about those withdrawals. 

This is perhaps being too harsh on the Council. The postponement of 
the decision for three months means that, since many societies have to give 
three months’ notice to their members, the effective date of any reduction 
in rates is six months off, and by that time the heavy mortgage programme 
of the summer will be completed, and the reactions of shareholders and 
depositors to a reduction in interest rates will have been tested. 

There is, of course, the chance of breakaways and of other societies jumping 
the gun—as indeed the Newcastle-upon-Tyne Permanent did last month. 
But the enhanced power bestowed on the Association by the housing bill may 
be enough to make the potential rebels think again. The decision taken by 
the Council will put the new strength of the Association to the test. A 
demonstration both of the power of the Association and of the ability of 
building societies to reach their own independent decisions is not untimely: 
it reminds both political parties that the movement has a mind of its own. 
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Wales in the Recession 


By E. VICTOR MORGAN 


URING the past year the Welsh economy has faced its stiffest 
test since the war. The mild recession that has affected the 
whole British economy has coincided in Wales with important 
structural and technological changes in the coal and steel in- 
dustries. ‘The expansion of hot strip production at Margam and Ebbw 
Vale and the completion of the second big cold reduction and tinning plant 
at Velindre meant the inevitable closure of the old sheet and tinplate mills 
and some of the small and obsolete steel works associated with them. 
This had been foreseen for many years, and only the timing was uncertain. 
The process was accelerated by a temporary fall in demand, and about 
9,000 workers were discharged at the end of 1957 and during 1958, most 
of them in a smali area of West Glamorgan and East Carmarthen. 

In the coal industry, history, geology and the exploitation of the easier 
seams during the war have combined to leave Wales with a number of 
small pits where the coal is by nature difhcult to win, where methods are 
old-fashioned, and where available reserves do not justify the very heavy 
capital expenditure that would be necessary 1n order to introduce the most 
modern techniques. ‘This is particularly true of the anthracite area at the 
western end of the South Wales field. Here, the long-term policy of the 
National Coal Board is to replace a number of the old mines by the big 
new pits at Abernant and Cynheidre. Work on these has been going on 
for several years, but they will not come into production until the early 
nineteen-sixties. Meanwhile, if demand had continued at its peak, there 
would still have been room for most of the old pits to carry on. However, 
the fall in demand, especially for industrial consumption and exports, left 
the Board with rising stocks and heavy losses on its high-cost pits. In 
February, 1958, recruitment was stopped, and at the end of the year the 
Board announced a programme of closures affecting the whole of the 
United Kingdom and including six mines in South Wales. The closure 
of these six pits will displace over 2,000 men, many of them in the area 
already hit by the closure of steel and tinplate works. 

The long decline of the North Wales slate quarries has continued, and 
other industries have also had their difficulties. The decline in inter- 
national trade brought a fall in activity at the docks and in ship repairing, 
and firms making furniture and other consumer durables were hit by the 
credit squeeze. Among plants closed during the past eighteen months 
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were a rayon factory, several brick and tile works, four plants making hand 
or machine tools, and five factories in the clothing trades. Fortunately, 
however, most of these were operating only on a small scale. 

As a result of all these adverse influences, unemployment rose from 
28,400 in February, 1957, to 35,350 in February, 1958, and 45,200 in 
February, 1959. In March there was a small improvement to 43,800. 
This was an overall percentage of 4.6, but some districts were much above 
the average; these included the Swansea-Llanelly area, parts of Anglesey 
and Caernarvon, and Pemtroke Dock. Other areas, such as that around 
Port Talbot, still had very littlke unemployment. Another disturbing 
feature is the amount of long-term unemployment. Of 29,800 men aged 
over eighteen on the register in February 17,700 had been out of work 
for more than eight weeks, and many of them for very much longer. Both 
the geographical concentration and the length of unemployment stem, of 
course, from the structural and technological factors already discussed. 


Long-Range Plans 


Though unemployment in Wales is higher than in England, the propor- 
tionate change between boom and recession has been much the same. 
When one considers the special difficulties of Wales the surprising thing 
is not that unemployment should have risen, but that it has risen so little. 
The economy has, in fact, shown remarkable resilience, largely due to the 
fact that many industries have been going ahead with long-range develop- 
ment plans regardless of temporary fluctuations in demand. 

The steel industry has been fortunate in that its most important products, 
sheet and tinplate, have been less hit by the recession than have most 
other types of steel. The demand for sheets has been sustained by the 
high level of production in the motor industry and by the recent revival 
in consumer durables. ‘There was a fall in the demand for tinplate, both 
for home use and export, at the end of 1957, but there has been a good 
recovery since, and exports have shown a quite remarkable revival. In 
1956, monthly exports of tinplate averaged 25,000 tons, and in 1957 they 
reached 34,000 tons, in spite of a sharp fall at the end of the year. The 
early months of 1958 were poor, but the upward trend soon reasserted 
itself and for the fourth quarter the monthly average was 44,000 tons. 

In the Abbey works at Margam the third stage of the development begun 
in 1947 is now nearing completion, and will raise capacity from 2,400,000 
to 3,000,000 ingot tons a year. This has involved the building of a fifth 
blast furnace even larger than its predecessors, and eighty new coke ovens. 
Hitherto, the works has used the open-hearth method for converting pig- 
iron and scrap into steel, but the new steelmaking capacity consists of 
Bessemer converters using a steam and oxygen blast. With the com- 
pletion of this work, the Steel Company of Wales will have invested about 
£175 millions at Port Talbot, Trostre and Velindre since the war. 

The other major development in the steel industry is that the Govern- 
ment has at last made up its mind about the new integrated steel plant 
and strip mill, which has been a source of controversy for some years. This 
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is now to be built by Richard Thomas and Baldwins, with financial assist- 
ance from the Government, on a site near Newport. Full details are not 
yet known, but the first stage (involving investment of about £100 millions) 
will probably include blast furnaces and Bessemer converters with a capacity 
of over 1,000,000 ingot tons of steel a year, and rolling plant to give about 
500,000 tons of sheets and tinplate. The site affords room for much further 
expansion, and the undertaking may ultimately be as big as Margam. 

The non-ferrous metal industries have seen a number of interesting 
developments. The Swansea Vale works of the National Smelting Co is 
introducing an entirely new process for the smelting of zinc, and the Mond 
Nickel Co at Clydach has spent £2 millions during the past few years in 
increasing capacity and building new laboratories. South Wales now 
produces 40 per cent of the United Kingdom’s output of fabricated alu- 
minium. Here Wales came through the recession with a smaller cut in 
output than the rest of Britain, and there are already signs of renewed 
expansion. ‘The range of Welsh aluminium products is very great, extend- 
ing from heavy plate to strip, sheet, tube, wire and foil. The Northern 
Aluminium Co has begun extensions to its plant at Rogerstone, near 
Newport, that will double its heavy plate capacity; hitherto this type of 
aluminium has been used largely for aircraft, but it is hoped to extend the 
market in other types of engineering and for shipbuilding. Imperial 
Chemical Industries has carried out important improvements to its plant 
at Waunarlwydd and has made technical progress in the manufacture of 
aluminium tubes that is likely to create new uses in heat exchange equip- 
ment from domestic refrigerators to large industrial plant. The British 
Aluminium plant at Resolven produces a great variety of the lighter alu- 
minium products, and has important outlets in the motor industry and in 
packaging. 

Other industries where investment has continued in spite of the recession 
are oil, gas and electricity. Work on the British Petroleum and Esso 
projects at Milford Haven is going well, and has already had a beneficial 
effect on employment in the area. The Wales Gas Board reports an 
increase of 20 per cent in industrial consumption even during the recession. 
The Board has a variety of sources of gas available in few other areas, and its 
use of its opportunities has been one of the more imaginative, though less 
publicized, features of post-war Wales. Besides producing for itself, the 
Board can buy methane and coke-oven gas from the National Coal Board, 
coke-oven and blast-furnace gas from the steel industry, and liquefied 
petroleum gases from the oil industry. These sources have been linked 
with one another and with the consumer by a gas grid, which now extends 
over 600 miles and carries 98 per cent of the gas handled by the Board. 
Already 80 per cent of the gas supplied by the Board is purchased from 
these outside sources and, with increasing supplies both from the steel 
industry and from collieries, the proportion is likely to increase. 

Consumption of electricity has more than doubled during the past ten 
years, and 1958 saw the commissioning of the Rogerstone power station, 
the third large new station to be built since the war. Work was also pro- 
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ceeding on the extension of the high-voltage “‘ super-grid’’, and on two 
more power stations, at Aberthaw and Uskmouth, the first stages of which 
are due to be completed in 1959 and 1960 respectively. After much con- 
troversy it has been decided to build an atomic power station by the lake 
at ‘Trawsfynydd, and preliminary work on this has started. 

This sustained development by established industries has ensured that 
recession in Wales did not turn into depression; it has not, however, 
provided employment by any means for all those who have been thrown 
out of work by structural and technological change; for that new factories 
and new industries are necessary. Here there have been some disappoint- 
ments but also some notable achievements. The biggest of these is the 
refrigerator factory now being built for the Pressed Steel Company near 
Swansea by the Government-financed Wales and Monmouthshire Estates. 
This factory will be one of the biggest of its kind and may employ up to 
4,000 workers. There has long been a certain lack of balance about Welsh 
industry in that so many of its products go out in a raw or semi-finished 
state, and this addition to the range of manufacturing industries using 
largely local materials is very welcome. Other new developments include 
a steel pressing and fabricating plant being installed by Richard ‘Thomas 
and Baldwins in their redundant tinplate works at Gorseinon, a mining 
machinery factory in Llanelly, and a chemical works at Glynllifon Park in 
Caernarvon. ‘These and other smaller projects are estimated ultimately to 
provide about 7,500 new jobs, but even this is not enough; there is still 
need for more new industry in West and North Wales. 


Delay on the Roads 


Improvements in transport and communications have, as usual, lagged 
behind investment in industry. ‘There have been improvements at all the 
major docks, including the construction of a new dry dock at Swansea, 
and charges have been adjusted so as to make the Welsh ports more com- 
petitive with those in other areas. On the roads, a beginning has been 
made on the Ross spur, and approval has been given for a much needed 
second bridge over the Usk at Newport, but the sad story of delay over 
the Port Talbot by-pass continues. If planning for this and other road 
projects had taken place earlier and more boldly the road programme might 
have contributed much more to the relief of unemployment, and industry 
might have had the improved communications that it needs several years 
earlier than will now be possible. 

In spite of special difhculties and some missed opportunities, however, 
Wales has come through the recession remarkably well. This has been 
partly due to Government action but mainly to the fact that industry has 
had long-term development plans involving heavy investment, and has 
gone ahead with them undeterred by temporary fluctuations. This invest- 
ment has both sustained employment during the recession and laid the 
foundations for future expansion. There are already signs that this expan- 
sion is on the way and, although unemployment in North and West Wales 
may be stubborn, the future is full of promise. 
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AMERICAN REVIEW 





CONOMIC news from the United 

States last month was extremely 

good. Industrial production rose 
by 2 points between February and 
March to 147 (1947-49=100), thus 
regaining the end-1956 peak. This 
marked the end of the recession, which 
began in August, 1957, when the pro- 
duction index registered 145. It repre- 
sented a rise of 21 points from the 
low point of 126 touched in April of 
last year. The pace of this recovery, 
which has made good the previous 
losses in less than a year, has been 
exceptionally rapid and although it 
began to slacken in the autumn of last 
year it has still remained well above 
the long-term rate of growth of the 
American economy. 

Of considerable political importance, 
moreover, was the decline of 387,000 
in unemployment during March to 
4.4 millions, an improvement of 150,000 
or so on the fall that might have been 
expected from purely seasonal causes. 
Employment rose by more than 1 mil- 
lion to 63.8 millions. 

It is believed that this improvement 
may dampen enthusiasm in Congress 
for large “lend and spend”’ pro- 
grammes, though it is significant that 
any local election test seems to leave 
the Democratic opposition stronger 
than it was before. On its economic 
diagnosis, however, the Administration 
has scored handsomely over its critics, 
and its officials continue to predict a 
healthy pace of revival in the rest of 
1959. Gross national product was 
already running at a peak annual rate 
of $465,000 millions in the first quarter 
of the year, a gain of 2} per cent on 
the level at the end of 1958 (almost 


entirely in volume) and of almost 
$40,000 millions (or 9 per cent) on the 
first quarter of last year. On this 
showing the annual rate of $490,000 
millions predicted for the fourth quarter 
of this year appears likely to be achieved 
without much difficulty. 

It appears that business optimism 
took fresh encouragement last month 
from the latest quarterly forecast of 
capital spending by industry. This 
suggested a modest upturn, to an 
annual rate of about $32,000 millions 
for 1959, against $30,500 millions for 
1958. It also provided some indication 
that capital programmes are being re- 
vised upwards once again. Since these 
official forecasts have frequently under- 
estimated the pace and scope of move- 
ments in either direction, this evidence 
of a new upturn has been widely 
accepted as evidence that recovery is 
solidly based, perhaps particularly be- 
cause the recent rise in industrial 
production has eliminated much of the 
‘surplus’’ capacity that looked so 
menacing a year ago. 


7 


Wall Street High 


A considerable part of recent activity, 
it is true, is attributable to the shift 
from inventory liquidation (at an annual 
rate well above $9,000 millions at this 
time last year) to inventory accumula- 
tion. Fears have been expressed that 
this movement is already excessive and, 
indeed, it does seem highly likely that 
the pace of recent buying in steel and 
other metals will not be maintained. 
But these industries are facing dan- 
gerous labour disputes, and over most 
of industry stocks still seem to be 


328 





ad 
or 
pr 
19 
Tal 


me 


reasonable in relation to present de- 
mand. Consumer expenditure topped 
the annual rate of $300,000 millions 
for the first time on record in January- 
March and consumer credit rose by an 
annual rate of more than $4,000 mil- 
lions in January and February—by far 
the highest rate of expansion shown 
since the economy turned downwards 
in the middle of 1957. 

These signals have not been missed 
on Wall Street which, in mid-April, 
was enjoying a new phase of activity 
and strength with the Dow Jones 


has centred on low-priced propositions 
in which direct manipulative operations 
have sometimes seemed to be quite 


clear. ‘This has turned the spotlight 
once again on “ inflationary psycho- 
logy ’’ and has brought sober warnings 


of further credit restrictions from both 
the Federal Reserve and the New 
York Stock Exchange. ‘The amount of 
stock market credit outstanding, how- 
ever, has actually declined in recent 
months and indicated risks seem to 
apply to individual speculators rather 
than to the community at large. 





Industrial Average thrusting to a new, Of more importance to Wall Street 
all-time, peak of 629. In recent months, is the probability that the Federal 
however, the “ blue chip’’ industrial Reserve Board will in the near future 
stocks have shown a more sober pace decide that the business situation justi- 
of advance while speculative activity fies another turn of the credit screw. 


American Economic Indicators 


1957 1958 1959 
1956 1957 1958 . . 
Dec Dec cc )6MdsFeb— ss Mar 
Production and Business: 

*Industrial production (1947-49 — 100) 143 143 134 135 142 145 147 
*(sross private investment (billion $). . 65.9 64.4 54.4 61.3 68.5 
*New plant and equipment (billion §).. 35.1 37.0 30.5 36.2 31.2 

*Construction (billion $) 46.1 47.3 49.0 48.6 53.7 54.4 54.5 
Housing starts (000 units) 93.2 $6.5 100.8 63.4 91.0 89.0 120.0 
“Business sales (billion $) 54.5 56.3 54.0 54.5 57.4 58.1 

*Business stocks (billion 5) $9.1 90.7 $5.2 90.7 85.2 85.9 
\lerchandise exports (million 5) 1,591 1,738 1,448 1,639 1,514 1,280 
Merchandise imports (million S$) 1051 1,082 1,069 1,141 1,253 1,118 

Employment and Wages: 

*\N on-farm employment (million) 51.9 52.2. 50.5 52.0 50.8 51.1 51.4 
Ly ne mploy ment (OO0s). 2.822 2 93¢ 6 4 6381 3,374 4,108 4,749 4,362 
Unemployment as 70 labour force 4.2 4.3 6.8 50 60 70 6.4 
Hourly earnings (mfg) (3) . 1.98 A204 2442 238 2h: 2280 223 
Weekly earnings (mfg) (S$)... .. 9.99 82.39 83.71 82.74 88.26 88.00 88.62 

Prices: 
r} ? 
Moody commodity (1931 — 100) { _ po be 388 391 389 383 392 
Farm products (1947-49 = 100) 88.4 90.9 94.9 92.6 90.7 91.1 90.9 
Industrial (1947-49 = 100) a 112.2) 125.6 126.0 126.1 127.2 127.8 128.1 
Consumers’ index (1947-49 = 100) 116.2) 120.2 123.5 121.6 123.7 123.7 — 
Credit and Finance: 
Bank loans (billion $).. <4 - 90.3 93.9 98.0 94.3 98.0 97.7 99.0 
Bank investments (billion 5) .. = 74.8 76.2 86.6 75.6 86.6 85.6 83.5 
Bank loans (partial) (billion $) - 31.3 31.8 30.8 32.2 31.4 29.7 30.6 

Consumer credit (billion $) : 42.0 44.8 45.1 44.8 45.1 44.1 -— 
Treasury bill rate (°%) 2.66 3.27 1.83 3.10 2.81 2.71 2.85 
LS Govt Bonds rate (°%) 3.08 3.47 3.43 3.30 3.80 3.92 3.92 
\Mloney supply (billion $) | .. 226.4 232.3 245.9 232.3 245.9 241.8 241.2 
Federal cash budget (~— or —) (mill $) - 5,524 + 1,194 -7,288 —4,435 —7,133 
US Treasury gold stock (mill §) 21,949 22 781 21,525 22, 770 20, 534 20, 474 20, 442 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1956-58, and end- 
month levels. Weekly bank loans are derived 


Seasi nally 
preliminary 
given tor 
tor 


NovTes.—Starred items are 
adjusted l.atest figures are 
or estimated. Yearly figures are 


private investment and equipment 

1956-58 and then quarterly figures at annual from partial returns only. Budget figures 
rates. Construction figures show monthly are cash totals. Quarterly figures are 
averages 1956-58. Business sales and stocks, throughout shown in the middle month of 
money supply, bank loans and consumer _ the quarter. 
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These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred 
branches extending to most centres of commercial importance in the Middle 
East, South and South-East Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by expert knowledge and 
long experience of Eastern trade, finance and industry. In London an effective 
credit information service and skilled assistance and advice are available to 
merchants and manufacturers seeking new business connexions in Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, €E.C.2. 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3. 
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INTERNATIONAL 
REVIEW 





ARAB LEAGUE 


Oil Conference—The League’s first 
oil conference assembled in Cairo in the 
second half of April. This was attended 
by more than 300 delegates and ob- 
servers representing eight Arab oil 
countries, Iran and Venezuela and 35 
companies. 


AUSTRALIA 


More Favourable Payments— Thanks 
partly to the improvement in wool prices 
and partly to the continued vigour of the 
capital inflow, the country’s balance of 
payments during the financial year end- 
ing on June 30 is likely to prove much 
more favourable than was expected. 
Further Liberalization—The Govern- 
ment has removed restrictions on dollar 
imports of 330 items. ‘The ‘Trade 
Minister, Mr McEwen, explained that 
this would not entail an increase in the 
country’s total expenditure abroad. He 
also pointed out that it was his object to 
give Australian traders access to the 
cheapest markets for most of the nation’s 
requirements of materials and equip- 
ment. 


BELGIUM 


Bank Acquisition—The Compagnie 
d’Outremer pour I’Industrie et la Fi- 
nance has acquired the Banque Lambert, 
one of the country’s more important 
“family ’’ banking businesses. 


CANADA 


Seaway Open—Ocean-going merchant 
vessels from Europe and Scandinavia 
began to gather off Montreal in mid- 
April in preparation for the informal 


opening later in the month of the new 
St Lawrence Seaway into the Middle 
West. ‘The formal opening by Queen 
Elizabeth and President Eisenhower 1s 
not due to take place until the end ot 
June. 

Heavier Taxation—' The budget state- 
ment for 1959-60 included provision tor 
an increase in personal income tax of 
2 per cent on incomes of more than 
$3,000. ‘There were also minor increases 
in corporation taxes, the commodity 
sales tax and duties on cigarettes, cigars 
and liquor. ‘The Minister justified the 
adoption of a more stringent fiscal policy 
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on the grounds that the Government's 
deficit, which reached $616 millions in 
1958-59, ought to be reduced to below 
$400 millions in 1959-60. 


Higher Bank Rate—Dearer money in 
the United States has exerted an up- 
ward pressure on the country’s interest 
rates. In the second half of March 
Bank rate, which the Canadian authori- 
ties keep at } per cent beyond the 
prevailing ‘Treasury bill rate, rose to 
4.47 per cent, a record figure. 

Falling Reserves—Official gold and 
dollar holdings have been drifting down- 
wards and have recently dropped below 
$1,900 millions, the lowest for a year. 


CEYLON 


American Aid—Under an agreement 
concluded with the United States, Ceylon 
will receive Rs 40 millions of surplus 
American farm products, mainly rice 
and wheat flour. ‘The proceeds of the 
sale of these supplies will be largely 
used by the American and Ceylonese 
Governments to finance economic de- 
velopment projects and business expan- 
sion. Some Rs 10 millions, however, 
will be set aside for promoting private 
American and Ceylonese investment in 
the country. 


CHILE 


New Monetary Unit—Legislation de- 
signed to further the Government’s dis- 
inflation programme and set economic 
re-expansion in motion: has been ap- 
proved by Parliament after three months 
of discussion. ‘The bills provide for the 
creation of a new monetary unit—the 
escudo—to replace the peso, and the 
President is empowered to raise loans 
abroad to a maximum value of 200 
million pesos. 


DENMARK 


Swiss Borrowing — he Finance 
Ministry is reported to be negotiating 
with a Swiss banking group for a loan 
of about SwFrs 50 millions at an effec- 
tive interest rate of 53 per cent. The 
money would be used for financing the 
repayment of existing Danish debts. 


EIRE 


Budget Changes—The Minister of 
Finance, Dr Ryan, has announced tax 
concessions in his budget statement for 
1959-60 that will cost the Government 
{2.6 millions of revenue a year. They 


~~ 
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include a reduction of 6d in the standard 
rate of income tax to 7s 6d in the £, 
the raising of income and surtax allow- 
ances and a reduction in entertainment 
duties and certain import levies. The 
Minister estimated, however, that even 
after these adjustments, ordinary revenue 
would be in balance with ordinary ex- 
penditure at £127.6 millions. His capital 
budget provided for total outlays of 
£45.2 millions, an increase of £7.4 mil- 
lions on the 1958-59 figure. 


EUROPE 


ECE Survey— The annual survey of the 
Economic Commission for Europe re- 
ports that the economic climate in 
western Europe improved in the closing 
months of 1958. In some countries a 
renewed, though moderate, upturn had 
already started and—with the possible 
exception of France—no further fall in 
activity appeared to be threatening. 
Favourable factors in the situation were 
the slowing-down of wage increases and 
the more moderate demands by trade 
unions, the achievement of price stability 
in the majority of west European 
countries and the general improvement 
in foreign exchange reserves. 

Bank’s First Loans—The European 
Investment Bank set up by the six 
common market countries with a capital 
of $1,000 millions and extensive _ bor- 
rowing powers, has announced its first 
loans. ‘Three of them are for financing 
development in Southern Italy and are 
being channelled through the Cassa del 
Mezzo Giorno, the institution set up 
some years ago by the Italian Govern- 
ment to supervise development financing 
in this region. ‘lhe fourth 1s concerned 
with a hydro-electric project in Luxem- 
bourg. ‘The three Italian operations 
involve a total sum of $20 millions. The 
advance to Luxembourg is for $4 mil- 
lions but is apparently to be supple- 
mented by a World Bank advance of 
$6.5 millions and a $10 millions issue 
on the New York market. 

US Investment Fund—Formation of 
the first American common market trust 
under the title of Eurofund has been 
announced. Formed under the auspices 
of Glore Forgan and Co and the Bankers’ 
Trust, who will act as transfer agents, it 
will provide facilities for the investment 
of American funds in industrial stocks 
of the common market countries. The 
stocks will be selected on the recom- 
mendation of ‘an advisory board sitting 
in Basle and assisted by the Credit Com- 
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mercial of France, the Banque de 
Bruxelles, the Dresdner Bank and the 
Banca Commerciala Italiana. Initially 
the fund’s investments will be limited to 
$50 millions. 


FINLAND 
UK Trade Talks—A mission organized 


by the London Chamber of Commerce 
visited Helsinki late in April for dis- 
cussions with important Finnish trade 
groups. 


FRANCE 


“ No Retreat ’—General de Gaulle, at 
his first Press conference as President, 
has repeated that he will not allow the 
economic recovery programme to. be 
sacrificed to popular pressure. It was a 
difficult operation, he said, but it was on 
its way to success. It meant “a tem- 
porary rejection of some perfectly under- 
standable claims ’’, but capital was now 
being repatriated to France and _ the 
franc was respected abroad in a way 
that it had not been for a generation. 


Recovery Expected—The Minister of 
State of the Finance Ministry, MI. 
d’Estaing, has admitted that there has 
recently been a slowing down of eco- 
nomic activity, but argued that there 
was no possibility of a crisis. The 
Government was expecting a recovery 
in industrial activity in the spring and 
believed that expansion could be _ re- 
sumed without endangering the gold 
and dollar reserves. 


End of Ratissage—'I‘he Bank of France 
has revised regulations governing the 
proportion of commercial banks’ foreign 
exchange holdings that must be placed 
on deposit with it. ‘This does away with 
the ratissage system that was in opera- 
tion up till the end of the vear and 
which required the banks to deposit 
large lines of foreign exchange with it 
tor a few days at the end of each month. 
In future, they will have to maintain a 
deposit of pre-determined size that will 


not fluctuate. They will be free to 
decide between themselves how § the 
deposit is built up. 

Trade after Devaluation—The rise 


in the volume of French exports in the 
first quarter of the year narrowly failed 
to compensate for the fall in value 
brought about by the devaluation of 
the franc. ‘Total exports for the period 
amounted to £285 millions compared 
with £290 millions a year earlier. 


ee 
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There was, however, a sharp reduction 
in foreign exchange outlays on imports 
during the first three months after de- 
valuation—they totalled £345 millions 
against £392 millions a year before. 


GERMANY 


Repayment to US—<An advance repay- 
ment of $150 millions of the post-war 
debt owing to the United States was 
made at the end of March. ‘This was 
to give America equality of treatment 
with Britain, who had been granted a 
substantial advance repayment of the 
debt to her during 1958. 

World Bank Borrowing—A World 


Bank issue of Dm 200 millions of 5 per 
cent bonds redeemable between 1965 
and 1974 was launched on the German 
capital market under the auspices of a 
consortium of banking houses early in 
April. The operation was subsequently 
stated to have been a complete success. 
Bill Rate Cut—The central bank made 
a general cut of $} per cent in interest 
rates on ‘T'reasury bills in the first halt 
of April, bringing the rate for three 
months’ paper down to 22 per cent. 


GHANA 


Volta Contract—Dr Nkrumah, the 
Prime Minister, has signed an agreement 
with the American firm of Kaiser In- 
dustries that will set in motion pre- 
liminary work on the Volta River hydro- 
electric project. ‘The work to be under- 
taken includes foundation exploration, 
determining the basic design of dams 
and power plants, and road building. 


GREECE 


Import Controls—'T'o reinforce the 
steps taken earlier to correct the de- 
terioration in the country’s external pay- 
ments, the authorities have announced 
that certain imports from countries with 
which Greece does not operate clearing 
agreements will require the specific 
approval of the Bank of Greece and will 
not be allowed to exceed, in total, the 
sum allocated by the Bank. 


INDIA 


Aid Assurances— At a conference held 
in Washington late in March and 
attended by representatives of the World 
Bank, Britain, the United States, Canada, 
Western Germany and Japan, India re- 
ceived assurances of further aid in 
financing her foreign exchange deficit 
in the final two vears of the current 
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In New Zealand he’s 
a national institution 
and so are we! 











Primary products are by no means the only products of 
New Zealand. More and more the country is making its 
own requirements of manufactured goods — textiles, paper, 
motor tyres, refrigerators and the like. The factory worker 
is therefore a figure of national importance in New Zealand 
today; and it is not surprising that, so often, he comes to us 
when he needs banking service. For we, too, are a concern 
of national importance, providing at more than 150 
branches and agencies throughout the North and South 
Islands a comprehensive banking service for all who live, 
trade, or travel in New Zealand. It follows, then, that 
whenever you need information about some aspect of New 
Zealand’s national life, you should get in touch first with 
New Zealand’s National Bank. The National Bank of New 
Zealand. 


THE NATIONAL BANK 
OF NEW ZEALAND LIMITED 





Head Office: 8 Moorgate, London, E.C.2. (MONarch 8311) 
West End Branch: 14 Charles II Street, London, $.W.1. (TRAfalvar 6791) 
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Five-Year Development Programme— 
April, 1959, to March, 1961. This has 
been interpreted to mean that during 
the next twelve months the country can 
reasonably expect to maintain the mo- 
mentum of her development activities 
and to meet essential maintenance needs 
of the economy without throwing undue 
strain upon external reserves. 


Rising Or! Income—'The annual re- 
view of the activities of the two oil 


companies which operate in Persia on 
behalf of the National Iranian Oil 
Company and the international con- 
sortium show that the country’s income 
from oil production rose from {76.4 
millions to {88.3 millions in 1958. 


Ex-Im Credit—The US Export-Import 
Bank has granted a credit of $9.3 mil- 
lions to the country repayable over a 
penod of seven years. 


JAPAN 


Import Liberalization—The Govern- 
ment’s foreign exchange programme for 
the six months to the end of September 
provides for the elimination of cur- 
rency discrimination whenever possible 
in respect of the importation of ‘* auto- 
matic approval ”’ goods and the transfer, 
where feasible, of items now requiring 
prior allocation of foreign exchange to 
the ‘‘ automatic approval ”’ list. It was 
also decided to aim at increasing the 
number of authorized currencies used 
for normal trade settlement and at re- 
laxing restrictions on credit operations 
by foreign banks to finance imports. 
Gold Purchases—A series of gold pur- 
chases has been made during the past 
few months to increase the proportion of 
the external reserve held in this form. 


JORDAN 


London Agreement— The British 
Government has agreed to make a grant 
in aid to Jordan of £2 millions in the 
year to March 31, 1960. In addition, it 
has undertaken to make an interest-free 
loan of £500,000 towards the cost of the 
desert road project. 


NETHERLANDS 


Unemployment Falls—The sharp fall 
in unemployment in the early months 
of the vear is believed to have been due 
largely to seasonal factors. But it is 


thought that it may be partly a reflection 
of a general improvement in the eco- 
nomic situation, since there have been 
several other indications that business 
activity is picking up. 

300th + Branch — The Rotterdamsche 
Bank has announced the opening of its 
300th branch in the Netherlands. 


NEW ZEALAND 


Import Licensing Eased — ‘The 
Minister of Customs, Mr Boord, has 
announced a modest relaxation of the 
rigorous import licensing schedule that 
was put into effect when the 1957-58 
payments crisis was at its height. ‘The 
broad effect of the concessions, which 
apply mainly to raw materials and equip- 
ment for industry but also affect a 
number of consumer goods, will be to 
raise the import ceiling by £18 millions 
per annum. The 1959 import bill will 
still be lower than that for 1958 since 
the restrictions introduced at the begin- 
ning of that year took some time to 
become fully effective. 


NORWAY 


Railway Modernization — ‘Ihe 
Government has announced a ten-year 
plan to modernize the State-owned rail- 
ways involving a total outlay of Kr 2,400 
millions (£120 millions sterling). 


PAKISTAN 


Tax Concession—A three months’ bud- 
get covering the second quarter of the 
vear (necessitated by the decision of the 
Government to move the start of the 
financial year from April 1 to July 1) 
was presented at the end of March. 
One of its main features was the an- 
nouncement of a two-years’ tax holiday 
for limited companies established after 
the beginning of April. ‘To qualify, the 
company’s operations must be mainly 
based on Pakistani raw materials and its 
paid-up capital must be at least Rs 
200,000. At least 60 per cent of any 
profits shown during the period must 
be ploughed back into the business. 


SPAIN 


London Visit—The Spanish Minister 
of Commerce, Senor Ullastres, visited 
London in mid-April to return the visit 
paid to Spain by Sir David Eccles, 
President of the Board of Trade, in 
1958. He stated before departure that 
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Anglo-Spanish exchanges were running 
smoothlyJand well. 


SOUTH AFRICA 


Revenue Strengthened—The budget 
statement presented by Mr Donges, the 
new Finance Minister, at the end of 
March made concessions in the field of 
gold-mining taxation and in respect of 
initial allowances for new industrial 
machinery and factory buildings. But 
as the Minister felt that the economic 
situation was such that it would not be 
appropriate to adopt an easier fiscal 
policy, the budget included measures to 
strengthen revenue, mainly affecting 
building societies and insurance com- 
panies. 

SUDAN 
Cairo Trade Talks—The leader of a 
commercial mission visiting Egypt in 
April stated that the Sudan was ready 
to increase her imports from that 
country. In order to conserve foreign 
exchange, however, she wanted to aim 
at balancing trade between the two 
countries on a barter basis. He pointed 
out that formerly any imbalance in pay- 
ments transactions with Egypt was 
settled in sterling. ‘This was no longer 
possible. 
"3 TURKEY 
Italian Credits—A ‘Turkish delegation 
headed by the Director-General of the 
Ministry of Foreign Affairs Economic 
Service visited Rome in the second halt 


of .March to arrange for the granting of 


credits to Turkey to the value of US $50 
millions. This would finance the pur- 
chase of Italian capital equipment. Also 
under discussion were arrangements for 
disposing of ‘Turkey’s arrears of com- 
mercial payments to Italy. 


UNITED ARAB REPUBLIC 


UK [Imports Renewed—In accordance 
with the terms of the recent financial 
settlement with Britain, the issue of 
import permits for goods to be _ pur- 
chased from Britain has recommenced. 
Exchange is being made available at the 
official rate of exchange plus a premium 
of 273 per cent. ‘This is the same 
premium as was established in 1958 for 
exchange allocations for imports from 
hard currency countries. 


Cover Restored—The Uk _ Export 
Credits Guarantee Department has an- 
nounced the resumption of the granting 
of cover on credit facilities granted 
against shipments to Egypt. Sir Frank 
Lee, Permanent Secretary to the Board 
of Trade, has had talks in Cairo with 
Egyptian officials about the possibility 
of further measures to strengthen trade 
links between the two countries. 


Desequestration — ‘The Sequestration 
Department has announced that the 
return to their owners of the properties 
of Shell, Imperial Chemical Industries 
and British Petroleum will start soon. 


USSR 


Bank Reorganization—'The Presidium 
of the Supreme Soviet has decreed a 
reorganization of the country’s banking 
system. The Agricultural Bank, the 
Bank for Financing Communal Building 
and Housing Construction and the Com- 
munal Banks have been abolished. Their 
functions will be taken over by the 
USSR State Bank and the USSR In- 
dustrial Bank. The latter will be re- 
named the All-Union Bank for Financing 
Capital Investment. 
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4 of 5.- upwards. 


INCOME TAX IS PAID BY THE SOCIETY 


interest on FULLY PAID 
SHARES. The AVERAGE 
SAVER can invest inthese 
shares at £25 each 
(withdrawable at | 
month's notice) 
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For further information, please send for literature 
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WORLD BANK 


Active Year—Addressing the United 
Nations Economic and Social Council in 
Mexico City early in April, Mr Eugene 
Black, president of the World Bank, 
stated that the past twelve months had 


CORRESPONDENCE 


Who Holds Britain’s Cash? 


Sir,—I have been meditating on the 
Mystery of the Missing Millions which 
Professor Morgan in the 
April number of The Banker. It seems 
to me that Professor Morgan’s method 

one whole category of cash 
These holders are neither com- 
panies, nor the relevant sense) 
mortal persons. Most members of the 
category are in fact persons, but they 
are not the beneficial owners of the 
holdings in question. Consequently, 
when they die these holdings do not 
appear as assets liable to estate duty. 
When the beneficial owners die, the 
holdings do indeed appear assets ; 
but they appear as debts due to the 
estate of the deceased, not as cash. 

The holdings I am thinking of are 
the “‘ clients’ accounts ”’ of professional 
partnerships, particularly solicitors and 
estate agents, and the trust accounts of 
trustees of wills and settlements where 
the trust accounts do not happen to be 
handled by a firm of solicitors. Under 
most trusts and settlements the rents 
and dividends are not paid over to the 
beneficiaries they accrue, but are 
accumulated until the end of the quarter. 
If the trustee dies before the end of the 
quarter the moneys accumulated in such 
accounts are not part of his estate. If 
a beneficiary dies they are, of course, 
part of the estate, but they are a debt 
due to it and not cash in the possession 
of the deceased at the time of death. 

Another class of ‘‘ fiduciary holders ”’ 
of cash are estate agents. ‘The negotia- 
tions that precede the purchase of a 
house or other real estate—and_ this 
applies in cases where the negotiations 


discusses 


overlooks 
holders. 


(in 


as 


as 


been one of the most active periods in 
the bank’s history. It had made 34 loans 
of a total value of $750 millions. Against 
this it had sold over $650 millions of 
bonds and notes, three-fifths of them 
outside the United States. 


break down no less than in cases where 
they succeed—are normally quite 
lengthy, and during this period the 
prospective purchaser is often required 
to deposit 10 per cent of the purchase 
price with the vendor’s agent. 

Solicitors and house agents are almost 
certainly not the only members of this 
category of fiduciary holders of cash. 
There are the trustee departments of 
banks. I do not know if their holdings 
are included in the £414 millions of 
‘‘ internal ’’ accounts referred elsewhere 
in the same issue of The Banker. 

Then there are ‘ moneys paid into 
court’. In The Times, April 14, 1959, 
it was reported that on February 28 of 
this year the total of suitors’ funds in 
court amounted to £645 millions. Then 
there is the Public Trustee who must 
have the custody of very large funds. 
However, it is possible that in both 
these cases only a minimum balance ts 
held in actual cash, the remainder being 
turned over to the National Debt Com- 
missioners for investment in ‘Treasury 
bills. 

Finally there is the central govern- 
ment itself, some departments of which 
hold cash that does not appear in the 
form of public deposits at the Bank of 
England; but this is probably held to a 
minimum. 


I doubt funds I have listed 
account for than a part of the 
missing millions. Still they seem im- 
portant enough to warrant some sort of 
sample inquiry.—Yours faithfully, 
P. A. WILSON. 
Reform Club, London 


if the 
more 


April 21, 1959. 
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APPOINTMENTS AND RETIREMENTS 


Bank of England—On the retirement of 
Mr A. W. C. Dascombe, Mr H. M. Neatby, 
deputy secretary, has been appointed secre- 
tary; Mr C. H. H. White, an assistant chief 
of establishments, has been appointed 
deputy secretary; and Mr P. J. Keogh, an 
assistant chief cashier, has been appointed 
deputy chief of establishments. 

Barclays Bank—Mr H. E. Darvill, an 
assistant. general manager, has been ap- 
pointed a general manager. Head Office: 
Mr A. R. Milward to be an assistant general 
manager on retirement of Mr D. A. J. 
Hewitson; Mr B. A. Dowling, from Vaux- 
hall, to be a general managers’ assistant; 
Mr P. A. Eve, from Chancery Lane, to be 
a general managers’ assistant; Mr R. T. 
Lewis, from Stock Office, to be assistant 
investment manager. Norwich Dist, Local 
Head Office: Mr E. G. Parker to be local 
directors’ assistant. Manchester Dist, Local 
Ballantvne to be 


Head Office: Mr R. F. 





Full particulars from: 
UNICORN TRUST, DEPT. EEI, WATLING HOUSE, 12/16 WATLING STREET, LONDON, E.C.4. 


manager on retirement of Mr A, 
London—Barkingside: Mr J. A. 
Weller, from Chadwell Heath, to be 
manager; Chancery Lane: Mr N. OD. 
Pharaoh to be manager; East Ham: Mr 
A. C. G. Link, from Barkingside, to be 
manager; Fulham: Mr R. S. Jones, from 
Cannon St Station, to be manager on retire- 
ment of Mr W. H. G. Cole; Vauxhall: Mr 
J. Slater to be manager. Altrincham, Bouw- 
don, Hale and West Timperley: Mr H. Hoyle, 
from York St, Manchester, to be manager. 
Clydesdale & North of Scotland Bank— 
Bridge of Allan: Mr J. McAlpine to be 
manager. Glasgow, St Rollox: Mr W. S. 
McArthur, from Bridge of Allan, to be 
manager on retirement of Mr J. J. Scott. 
District Bank—MIr R. G. Soothill has been 
appointed a member of the board. Mr S. 
Wild, from Bolton, to be an assistant general 
manager on retirement of Mr J. N. Firth. 


Lloyds Bank—-Head Office: Mir E. J. N. 


district 
Fitton. 


Men in the know choose 


UNICORN 
TRUST 


for their clients 
—and for themselves 


For the private investor —yes, obviously 
UNICORN. With a minimum purchase of 50 
shares (around £35), there’s nothing 
sounder. (And the Unicorn Savings Scheme 
is ready to accept subscriptions of 10/- 
and up.) 


For pension and similar funds, or for 
municipal balances or company monies— 
UNICORN again. Shares have shown an 
appreciation of over 50% since formation in 
1957 (price at April 28 was 14/5) and gross 
income distributed is equivalent to £7 4s. 0d. 
per £100 originally invested. Approximate 
yield at 14/5 is £3 19s. 3d. per cent. 


Managers: Unicorn Securities Limited 

Share Distributors: Dillon Walker and 
Co., Ltd. 

Trustee: Lloyds Bank Limited 





338 








Warburton to be a chief general manager; 
\MIr G. H. Yeoman, from Leicester, to be a 
general managers’ assistant. London—Paill 
Mall: Mr D. W. Jenner, from Newington 
Causeway, to be a section manager on retire- 
ment of Mr P. S. Whitelaw; Notting Hill 
Gate: Mr S. R. H. Butler, from Twicken- 
ham, to be manager on retirement of Mr 
W. P. Martin. Bognor Regis: Mr F. G. Ire- 
land, from Higheliffe-on-Sea, to be manager 
on retirement of Mr F. A. James. Twicken- 
ham: Mr A. Trussler, from Folkestone, to 
be manager. Westcliff-on-Sea: Mr W. R. 5. 
Kilmister, from Cambridge, to be manager 
on retirement of Mr F. Holehouse. 
Martins Bank—Head Office: Mr J. H. 
Jennings, from Liverpool City Office, to be 
personal assistant to the chief general 
manager. Waterfoot: Mr J. Clegg, from 
St James St, Burnley, to be manager. 
Midland Bank—Mr S. F. Burman has 
been appointed a member of their board 
and of the board of Midland Bank Executor 
and Trustee Co Ltd. Head Office: Mr 
G. H. Tipping to be a general manager's 
assistant; Mr A. R. Collingwood to be an 
assistant general manager; Mr G. Ashton, 
from Rochdale, to be a general manager’s 
assistant. London—Overseas: Mr J. E. T. 
English, hitherto New York representative, 
to be an assistant manager; Goswell Rd: 
Mr F. N, Hann to be manager in succession 
to Mr D. H. Jackson; Mottingham: Mr T. J. 
Hughes to be manager; Southwark: Mr 
W. E. L. Johnson, from Willesden Green, 
to be manager on retirement of Mr R. D. 
Hearn; 82 Strand: Mr D. H. Jackson, from 
Goswell Rd, to be manager on retirement ot 
Mr F. A. Jutsum; Willesden Green: Mr C. H. 
Neech, from Cornhill, to be manager in 
succession to Mr W. E. L. Johnson. 
Accrington: Mr F. W. Hetherington to be 
manager on retirement of Mr H. P. Clough. 
Bootle: Mr E. Webb, from West Kirby, to 
be manager in succession to Mr J. H. 
Woolley. Cardiff: Mr D. M. Davies, from 
Port Talbot, to be manager on retirement of 
Mr W. T. Gait. Chapeltown: Mr R. Rod- 
man to be manager in succession to Mr B. 
Bateman. Clevedon: Mr G. D. Collins to 
be manager on retirement of Mr R. D. 
Cousins. Gidea Park: Mr H. T. G. Goffin 
to be manager. 

National Bank of Scotland—Oban: Mir J. 
T. D. Wilson, from Scarinish, to be mana- 
ger on retirement of Mr D. Mackay. 
National Provincial Bank—Head Office— 
Inspection Dept: Mr C. S. Jones to be 
assistant chief inspector; Premises Dept: Mr 
W. C. Flather to be manager on retirement 
of Mr G. D. Grant. London—High Holborn: 
Mr D. L. Bailey, from Trafalgar Sq, to be 
manager on retirement of Mr R. H. Paull: 
Trafalgar Sq: Mr W. H. Shattock, from 
St James’s Sq, to be manager’s assistant. 
Abergavenny: Mr F. H. Morris, from New- 
castle Emlyn, to be manager on retirement 
of Mr W. A. Morgan. Birmingham, Moseley: 
Mr B. E. Woodcock, from Bristol, to be 
manager. Bridgend: Mr J. Williams to be 


_ 


manager. Bristol— Ashton Gate: Mr V.R. MI. 
Hoar, from Cowes, IoW, to be manager on 
retirement of Mr S. H. Bates; Clifton: Mr 
H. C. Sergent, from Old Swan, Liverpool, 
to be manager on retirement of Mr D. A. 
Davies. Cowes, JoW: Mr J. O. Kirkland, 
from Holdenhurst Rd, Bournemouth, to be 
manager. Croydon, Wellesley Rd (new 
branch): Mr W. W. Thom, from Swiss 
Cottage, to be manager. Haslemere: Mr 
H. W. A. Park, from Blandford, to be 
manager. Lezes: Mr H. S. Hurley, from 
Eastbourne, to be manager on retirement of 
Mr L. F. J. Coleman. Market Harborough: 
Mr D. P. Hanney, from Whittlesey, to be 
manager on retirement of Mr D. E. Davies. 
Newcastle Emlyn: Mr D. P. Lewis to be 
Pontypridd: Mr C. H. Williams, 


manager. 
from Roath, Cardiff, to be manager on 
retirement of Mr G. C. James. Sheffield— 


High St: Mr F. L. Clarke, from Cardiff, to 
be joint manager. 

Royal Bank of Scotland—Head Office: 
Mr W. Lyall, from Drummonds’ Branch, 
to be a personal assistant to the general 
manager. Edinburgh—West End and Sub- 
branches: Mr W. W. Lloyd Gwilt to be 
manager on retirement of Mr J. Wilson; 
Leven St: Mr M. Young to be manager on 
retirement of Mr G. Aitken. 

Westminster Bank—Head Office: Mr D. 
Robson, from Westminster Foreign Bank 
Ltd, to be an assistant general manager on 
retirement of Mr R. G. Emmett. Trustee 
Dept: Mr A. J. Bostick, from Property 
Dept, to be assistant manager, City ‘Trustee 
Branch; Mr D. K. P. Newhall, from City 
Trustee Branch, to be manager, Croydon 
Trustee Branch, on the death of Mr R. G. 
Morley; Mr J. W. Hood to be manager, 
Grosvenor Gdns Trustee Branch. London— 
Bowes Park: Mr L. T. Dean, from Wood 
Green, to be manager on retirement of Mr 
E. J. Cope; Sloane Sq: Mr A. H. Pike, 
from Piccadilly, to be manager on retire- 
ment of Mr. A. G. Peak. Eastville: Mr 
H. L. Collings, from Keynsham, to be 
manager on retirement of Mr E. K. Cart- 
wright. Hoddesdon: Mr W. D. Hodder, 
from Hertford, to be manager on retirement 
of Mr S. W. Huddart. Hungerford: Mr 
E. H. Jennings, from Midhurst, to be 
manager. Lancaster: Mr G. Higgins, from 
Childwall, to be manager on retirement of 
Mr L. Riley. Leighton Buzzard: Mr A. P. 
Bond, from Woburn Sands, to be manager. 
Loughborough, Market Place: Mr J. Fearne, 
from Doncaster, to be manager on retire- 
ment of Mr C. H. Radcliffe. Petworth: Mr 
N. J. Horwill, from Haslemere, to be 
manager on retirement of Mr H. F. Folkard. 
Sittingbourne: Mr W. H. Paine, from Maid- 
stone, to be manager on the death of Mr 
J. Brown. 

Williams Deacon’s’ Bank — Cheshire, 
Knutsford: Mr F. P. Parrish to be manager 
on retirement of Mr G. R. Horton. Man- 
chester, Levenshulme: Mr J. W. Dick to be 
manager in succession to the late Mr W. 
Porthouse. 
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ACCOUNTING UNLIMITED rts cups" 


Burroughs Typing Sensimatic combines the famous flexibility of 
the Sensimatic range with an electric typewriter for full 
description. That is why this one machine can step up the 
productivity of an accounts department in next to no time. It will 
also provide invaluable management reports, as a by-product of 
routine accounting applications—reports which would otherwise be 
impossible to obtain. Sensimatic flexibility! Interchangeable 
control unit permits each job to be individually programmed; four or 
more programmes may be incorporated in one unit. Typewriter 
description! The keyboard follows the standard alpha arrangement; it 
has a natural slope with 42 keys scientifically placed for speed and 
ease of operation. The actual writing unit is a removable box 
printer two inches wide by one inch high containing 84 characters. 
Automatic features simplify the operation of the machine and speed 
up operator-training. Contact your local Burroughs office, or write 
direct to Burroughs Adding Machine Ltd., 356-366 Oxford Street, 


wyae rare 7001 BURROUGHS Typing Sensimatic 
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BANKING STATISTICS 








Banking Trends since World War I* 


Net 
Averages Deposits Liquid Assets ‘TDRs Investments Advances 
of Months: {mn {mn vA | {mn {mn yA | {mn “st 
1921 ae Pe 680 38 - 325 18 833 +6 
1922 -. Bee 658 37 39] 22 750 42 
1923 oer 1,628 581 35 356 21 761 46 
1924 .. 1,618 545 33 — 341 20 808 49 
1925 .. 1,610 539 32 -—= 286 17 856 52 
1926 -« 86S 532 32 265 16 892 54 
1927 mo 1,661 553 32 - 254 15 928 5 
1928 a 1,711 584 33 - 254 14 948 54 
1929 hee 568 32 257 14 991 55 
1930 . pean 596 33 ~— 258 14 963 54 
1931 ~~ eee 560 32 - 301 17 919 52 
1932 .. 1,748 611 34 - 348 19 844 47 
1933 .. 1,909 668 34 , 537 28 759 39 
1934 .. 1,834 576 31 : 560 30 753 40 
1935 .. bel 623 31 615 31 769 38 
1936 .. 2,088 692? 32 614 29 839 JY 
1936 .. 2,160 713 32 - 643 29 865 39 
1937 mae 683 30 ; 652 29 954 42 
1938 ae 672 30 — 637 28 976 43 
1939 .. 2181 648 29 : 608 27 991 44 
1940 .. 2,419 785 31 73 666 27 955 38 
1941 .. 2,863 676 23 495 $94 30 858 29 
1942 .. 3,159 712 22 642 1,069 33 797 24 
1943 .. 3,554 723 20 1,002 1,147 31 747 20 
1944 - 4,022 788 19 1,387 1,165 28 750 18 
1945 ~~ —aa $86 19 1,811 1,156 25 768 16 
1946 —. a8 1,280 25 1,492 1,345 26 888 17 
1947 5,463 1,646 29 1,308 1,474 26 1,107 20 
1948 ~. meee 1,703 29 1,284 1,479 25 1,320 2? 
1949 . ae 1,920 32 983 1,505 25 1,440 24 
1950 5,811 2,345 39 430 1,505 25 1,603 27 
1951 ~- Beeos 2,308 38 247 1,624 26 1,822 30 
1952 .. Beoe 2,097 34 —-- 1,983 33 1,838 30 
1953 .. 6,024 2,201 35 2,163 35 1,731 28 
1954 .. 6,239 2,190 34 2,321 36 1,804 28 
1955 .. 6,184 2,098 33 2,149 33 2,019 3 
1956 .. 6,012 2,218 35 - 1,978 32 1,897 30 
1957 .. 6,138 2,256 35 - 2,008 31 1,952 30 
1958 .. 6,330 2,256 34 2,149 32 2,007 30 
1951: Oct .. 5,981 2,423 39.1 177 1,555 25.1 1,897 30.6 
Nov .. 5,973 1,981 32.0 108 2,033 32.9 1,925 31.1 
1958: Feb .. 6,131 2,254 35.2 2,084 32.6 1,880 29.4 
Mar .. 6,087 2,160 33.9 2,094 32.9 1,917 30.1 
April.. 6,152 2,136 33.1 2,136 33.1 1,964 30.4 
May .. 6,119 2,079 32.4 2,163 33.7 1,962 30.6 
June... 6,325 2,191 32.8 2,181 32.7 2,030 30.4 
July .. 6,368 2,257 33.8 - 2,193 32.9 1,997 29.9 
Aug .. 6,313 2,199 33.4 — 2,199 33.4 1,993 30.3 
Sept .. 6,376 2,222 33.4 — 2,203 aa.% 2,027 30.5 
Oct .. 6,441 2,242 2.8 ; 2,193 aa.3 2,082 30.9 
Nov .. 6,495 2,287 33.7 2,152 31.7 2,132 31.4 
Dec .. 6,761 2,495 34.7 2,102 29.2 2,245 31.2 
1959: Jan ..: 6,615 2,421 34.9 — 2,021 29.2 2,259 32.6 
Feb .. 6,340 2,141 32.3 — 1,962 29.6 2,333 35.2 
Mar... : 6,328 2,053 31.0 1,928 29.1 2,441 36.8 


* Ten clearing banks for 1921-35, thereafter eleven. + Ratios to gross deposits. 
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Trend of “ Risk ’’ Assets 


(£ million) 





CHANGE IN — 








Mar 18, 1959 ee — 
~ OL | Yearto | Monthly Periods 
Gross | Mar | 1958 ———1959--—-——— 
Deposits} 1959 Dec Jan Feb Mar 
Investments: 
Barclays 457.7 214 39.8 Pua 0.1 37.7 -—18.3 
Lloyds 394.2 29-4 44.3 - 32.3 0.1 - 8.3 3.0 
Midland ,  S5.2.° @2.3 43.2 —- - 34.3 0.4 , 
National Provincial .. 198.7 25.6 - 26.8 8.4 -13.1 8.7 0.1 
Westminster . . 240.6 27.7 -22.4 9.8 -25.4 4+.0 0.5 
District 64.9 28.0 -11.5 0.1 6.0 0.2 - 3.9 
Martins ’ 82.2 26.2 | - 7.6 - 0.2 s.9 —— 5.1 
Eleven Clearings 
Banks ..1,927.8 29.1 165.9 49.0 -81.5 59.4 33.7 
Advances: 
Barclays 511.6 34.7 127.3 25.4 1.0 23.6 30.7 
Lloyds 458.7 38.0 105.6 +18.5 +13.5 +19.8 +17.6 
Midland 497.9 35.2 90.6 | +31.0 - 7.0 +14.9 +16.9 
National Provincial .. 312.8 32.0 | 54.8 - 0.2 3.0 + 2.7 19.7 
Westminster . . 313.6 36.1 | 71.6 -22.2 0.8 4.5 8.1 
District 88.8 38.4 | 22.8 7.4 0.3 1.6 4.9 
Martins 121.2 9.5 | 29.0 2.2 2.1 8.2 3.0 
Eleven Clearing | 
Banks 2,441.0 36.8 | ~~ 523.9 113.0 14.0 73.8 --108.1 
Trend of Bank Liquidity* 
1956 1957 1958 1959 
Mar Dec Mar Dec Jan Feb Mar Dec Jan Feb Mar 
0 Oo Oo 0 0 Oo Oo o o o 0 
Barclays 34.5 36.3 31.8 37.7 37.5 36.3 34.2 34.4 33.4 32.3 30.1 
Lloyds 32.4 34.4 29.7 37.3 35.8 33.5 31.9 34.7 34.0 30.2 29.5 
Midland 31.8 41.3 34.1 FB.0 B.S 35.1 33.9 33.3 ®@.3 32.3 BA 
National Prov 31.3 37.2 31.1 39.5 39.0 36.4 34.0 36.0 36.9 34.5 31.1 
Westminster... 33.1 37.6 34.3 39.0 37.9 36.8 35.4 33.2 35.2 33.9 32.8 
District 37.2 35.7 35.7 39.2 38.5 35.3 35.3 32.1 34.3 30.4 30.5 
Martins . 33.3 42.1 36.7 41.0 39.2 35.0 35.9 36.2 34.3 30.2 31.1 
All Clearing 
Banks .. 33.1 37.4 32.6 38.4 37.8 35.2 33.9 34.6 34.9 32.3 31.0 
* Cash, call money and bills shown as percentage of gross deposits. 
Money and Bill Rates 
Mondays: Apr 21, Feb 23, Mar 23, Mar 30, Apr6, <Apr13, Apr 20, 
1958 1959 1959 1959 1959 1959 1959 
per cent 
Bank rate 6 4+ 4 a 4 4 
Treasury bills: 
Average allotment rate* 5% 32 3 3% 3% 345 34 
Market’s dealing rate, 

3 months 54 3 ?, 3 33 3 as 34 3} 
Bankers’ deposit rate 4 2 2 2 2 2 2 
Short money: 

Clearing banks’ minimum = 4} 23 23 2% 2% 23 23 
Floating money . . 43-534 23-34 24-34 3-3} 3-34 27-34 3=— 35-34 
* Preceding Friday. + Lowered to 54% on 22.5.58, to 5°% on 19.6.58, to 45°, on 


14.8.58, and to 4% on 20.11.58. 
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THE EXCHEQUER FINANCES 
I—The Budget 


(£ million) 
Gain or 


Original [Expected April 1, loss* on 
budget gain or 1959, to —_— corresponding 
estimates loss* on April 18, period of 
1959-60 1958-59 1959 1958-59 
Total Inland Revenue ‘ - 2,856 — 160 133.4 6.0 
Customs and Excise .. - ‘x 2,150 - 4] 86.7 , ie 
Other revenue 7” Ss 319 - 46 11.2 -— 
Total ordinary revenue ... §,325 — 155 231.3 8.3 
Debt interest (including sinking fund) 639 62 42.6 16.8 
Other consolidated fund 4 7 89 —- 4 3.0 0.5 
Supply expenditure .. Z 4,495 -178 185.8 + 15.0 
Total ordinary expenditure 4 5,223 —120 231.4 cS 
Above line surplus or deficit... 102 — 275 - 6.1 39.5 
Net deficit below line - ¥ ~ 823 — 264 38.1 10.2 
of which 
local loans (net lending shown 
minus) . 35 3 6.7 6.7 
loans to state industries, net -621 —116 34.0 - 11.0 
Total deficit .. - re 7 721 -539 38.2 49.7 


* Plus indicates increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 





I1—National Savings 


(£mn: Receipts into Exchequer reported during period) 


Savings ‘Total 

Certi- Defence Savings Premium ‘Total Accrued Detence Remain- 

ficates Bonds Banks Bonds Small Interest Bond ing In- 

(net) (net) (net) (net) (met) Mlaturity vested* 

1952-53 .. +22.8 —10.7 -131.6 : —119.5 88.3 -45.5 6,020.9 

1953-54 .. +19.0 + 0.3 —79.3 - 60.0 88.6 —-38.4 6,908.7 

1954-55 .. +46.0 +51.1 ~ 35.4 + 61.7 88.8 —28.8 6,126.2 

1955-56 .. +-19.7 +21.5 — 80.4 — 39.2 $2.7 -—-50.8 6,123.6 

1956-57 _ .. 72.0 + 3.2 - 20.6 +65.0 +119.5 35.5 —38.9 6,124.0 

1957-58 73.1 - 1.2 —- 2.4 58.3 108.5 35.3 — 38.4 6,240.0 
1957- 5s 

April-Feb 15.2 16.8 54.3 72.4 14.0 40.0 17.2 6,266.0 

March... 6.1 2 2.0 7.8 1.6 5.4 0.5 6,272.0 
1958-59 

April-Feb 124.7 107.0 ~55.8 63.8 239.6 49.9 - 9.5 6,548.0 

March .. + 7.2 11.0 9.8 2.8 - 30.8 4.5 - 0.4 6,528.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


I1I—Floating Debt 


(£ million) 





Change in three 








Beginning of Apa April months to 
eee = 18, Apr 18, Apr 19, 
1957 1958 1959 1959 1959 1958 
Ways and Means Advances: | 
Bank of England — anes | | me ) 
Public Departments... 289 .3 239.6 291.6 | 297.7 + 61.1 aie 
Treasury Bills: | 
Tender .. sg .. 2,860.0 3,120.0 2,950.0 | 2,940.0 520.0 - 250.0 
Tap a io .. 1,306.4 1,499.4 1,986.3 | 2,007.5 59.2 -—134.4 
inp | ddaide:: sabinaaind 
4,455.7 4,859.0 5,227.9 | 5,245.2 - 399. — 382.7 








i — 


* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 
Apr 18, Feb 20, Mar20, Mar28, Apr3, Apr10, Apr 17, : 
1958 1959 1959 1959 1959 1959 1959 be, 
Official Market ‘a 
Spot .. 2.81; 2.80 13 2.812 2.81% 2.812 2.8144 2.813 her 
3 months .. 2Wepm jfepm ke pm %~cpm tc pm sc pm 3c pm . 
Security* 2.77 2.802 2.802 2.80; 2.81; 2.81! 2.813 
* New York market quotations. 
Britain’s Gold and Dollar Reserves* 
(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Seccial Reserves UK 
Surplus (--) Ameri- Payments Change at End Dollar 
Years and or Deficit (-) can and in of Balancest 
Quarters Aid Credits Reserves Period 
1946 - — 908 ~— 1123 220 2696 194 
1947 - — 1431 3513 - 618 2079 267 
1948 - ~ 1710 682 - 737 —- 223 1856 295 
1949 - — 1532 1196 116 — 168 1685 236 
1950 7 805 762 45 1612 3300 257 
1951 a 988 199 — 176 965 2335 508 
1952 ~ — 736 428 181 - 489 1546 472 
1953 fa 546 307 181 672 2518 49] 
1954 by 480 152 388 244 2762 428 
1955 - 575 114 - 181 —~ 642 2120 480 
1956 a 626 66 573 13 2133 679 
1957 - — 419 26 533 140 2273 602 
1958 “a 1005 6 - 215 796 3069 656 
1957: 
I e — 64 13 127 76 2209 645 
I] + y) 4 - 177 172 2381 513 
IT] - 519 y) 21 531 1850 657 FA 
IV - 173 250 423 2273 602 
1958: a 
l +i 496 | 497 2770 690 Z 
il ‘i 307 5 6 - 306 3076 734 il 
Hl os 65 - 21 - 44 3120 731 
IV “4 137 = — 188 - 5] 3069 656 Z 
1959: r 
Jan 7 42 | 42 3111 
Feb - 45 - 45 3156 
March - 86 103 17 3139 
I i 173 103 70 3139 
Main Special Items Detailed} 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1947-49 IMF loan 6 300 Canadian loans, etc .. 181 
1948 South African loan a 325 1954 EPU funding payment... 99 
1956 Sale of Trinidad oil “a 177 IMF repayment . .. 1088 
Sale of US Govt bonds. . 30 1956 IFC subscription — 14 
IMF loan rT 561 1957-58 Anglo-German debts pay- 
1957 India’s IMF loan ; 200 ment .. 21 
Return of interest on US 1958 Service of US and Cana- 
loan cg 104 dian loans, etc .. 188 
Export- Import Bank... 250 1959 IMF Repayment 200 
* Gold and convertible currency reserves from December, 1958. 
+ Source: Federal Reserve Bulletin. 
} Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 
' § Remainder of 1947-49 loan repaid in sterling. 
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illustration shows part of Rolstore installation at Northern 
Assurance Co's Record Office, at Moorgate, London 


Up to 50% 
more profitable space by 
putting your Storage on Wheels 





— YES, that’s what ROLSTORE Mobile Unit Storage can give 
you, by reducing wasted gangway space to the barest minimum 
while giving instant access to every bin or rack. 


i POST THIS COUPON NOW! } 











Send me fully descriptive literature 
on Rolstore Mobile Unit Storage 
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Name 


Address 
South Wharf, London, W.2 


» if Telephone: AMBassador 3456 §(20 lines) 
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Noble Lowndes 


Finance Limited 


(MEMBERS OF THE FINANCE HOUSES ASSOCIATION) 


Industrial Bankers 


Assets exceed 


3.000.000 


17 Lowndes Street, London, S.W.1 


Tel: Belgravia 6307/8 


Administrative Offices: 
Surrey House, Scarbrook Rd., Croydon 


Telephone: Municipal 2441 ( 10 lines ) 


BRANCHES: Birmingham, Brighton, Bristol, Croydon, Leeds, 
London, Romford, Middlesbrough and Newcastle 







































































BAYERISCHE VEREINSBANK 


MUNICH 


Cash 





NUREMBERG 


Condensed Balance Sheet as at 3lst December, 1958 


ASSETS 


Balances at Deutsche Bundesbank 

Balances on Postal Cheque Account . ' 
Balances at Credit Institutions (Nostro- Balances) . 
Matured Bonds, Interest and Dividend a 
Uncleared Cheques on other Banks 


Bills of Exchange 
Treasury Bills a Non-Interest- Bearing Treasury Bonds of the German Federal Government 


and the Lands 


Securities 


Own Mortgage ‘Bonds and Municipal Bonds’ 


Equalisation Claims and Covering Claims on the Public Authorities 


Holdings in Syndicates 


Debtors 


Long-Term Lendings of the Banking Department 


Long-Term Lendings of the Mortgage a (against Mortgages ¢ on Real Estate and to 
Municipalities) . . a i ve 


Loans on a Trust Basis at Third Party Risk 


Participations 
Bank Premises 
Other Real Estate and Buildings taken in the course of Mortgage Business 


Office Furniture and Equipment . 


Own Shares 
Other Assets 


Deposits 


thereof 


LIABILITIES 


a) Sight Deposits 
b) Time Deposits 
c) Savings Deposits 


Monies Borrowed at Short Term 


Own Acceptances and Promissory Notes . 


Monies Borrowed at Medium Term 


Loans taken at Long Term by the Banking Department | 
Loans taken at Long Term by the Mortgage Department i 6 & 4 : 
Bonds issued outstanding in the Market or and Municipal B OS era ae 775.385 
Loans on a Trust Basis at Third sited Risk ee eee ee ee 


Capital 
Reserves . 
Pensions Reserve , 


Other Reserves for Special Purposes 


Other Liabilities 
Net Profit 


Own Drawings in Circulation. 
Liabilities arising from Guarantees, "including Guarantees of Bills and | Cheques, and from 


Indemnity Agreements ‘ 
Endorsement Liabilities on Bills of Exchange in Circulation ‘ 


Munich, April 1959 


803.714 
13.363 
33.478 
18.677 

1.159 


19.317 


2.257.965 


in 1000 DM 
1.142.101 
. 442.280 


. 357.147 
. 342.674 


5.810 
2. 257. 965 


, , + 6 a 84.715 
ee = Ore * 12.247 








Board of Management: 
Dr. Werner Premauer, Munich; Dr. German Schweiger, 


Wilhelm tom Dieck, Munich; Albin Harttig, Munich; Jurgen von Kdller, Munich; 
Nuremberg; Dr. Franz Steffan, Munich; Dr. 


Werner Teichmann, Munich; Dr. Hans Christoph Freiherr von Tucher, Munich; Elmar Warning, Munich. 


Board of Directors: 
merzienrat, Munich, Vice-Chairman. 


Dr. Ludwig Mellinger, Munich, Chairman; 


Dr.-Ing. E. h. Karl Butzengeiger, Kom- 


























ARAB BANK LIMITED 





HE Annual General Meeting of the 

Arab Bank Limited was held in 

Amman on March 6, 1959. The 
following is an extract from the report of 
the Board of Directors for the year ended 
December 31, 1958: 

The principal feature of the progress of 
the Bank during the year under review 
was the opening of new branches and the 
preparations made for the forthcoming 
inauguration of new branches in other 
Arab countries. 

It is proposed to open new branches in 
those Arab countries in which the Bank 
operates and to extend its activities to a 
number of other countries. 

The Balance Sheet illustrates the steady 
progress of the Bank. 

Gross income totalled J.D. 3,024,768, as 
against J.D. 2,757,196 the previous year. 

Total Assets increased by J.D. 2,542,178 
over the previous year’s figure of J.D. 
75,713,742 and stand now at J.D.78,255,920. 

The Reserve Fund has reached J.D. 
1,200,000. 

Deposits at the end of 1958 amounted to 
J.D. 46,568,363, as compared with J.D. 
41,580,275 a year earlier. 

The Bank continues to maintain a high 
degree of liquidity in order to be able to 
face any contingency, especially during a 
period of instability such as the world has 


experienced of late. Cash in Hand and at 
the Banks amounted to J.D. 23,572,446, an 
advance of J.D. 5,288,664. In relation to 
our Deposits this represents a liquidity ratio 
of 50.6 per cent. 

In spite of this high percentage of cash, 
the Bank has extended facilities on a large 
scale to industrial and agricultural projects, 
and to the marketing of cotton, cereals and 
other products of the Arab countries where 
we have branches. 

The Bank’s loans to customers amounted 
to J.D. 23,104,234. Bills discounted in- 
creased from J.D. 4,628,236 in 1957 to J.D. 
4,869,513. These figures reflect some of 
the Bank’s service to national economy 
throughout the Arab world. 

The balance of Documentary Credits 
and Guarantees at the end of 1958 was 
J.D. 23,769,088. ‘The total figure for the 
preceding year was J.D. 26,357,040. 

The value of Documentary Credits 
opened by the Arab Bank during 1958 for 
import and export was about J.D. 54 
million. 

In conclusion, the Board of Directors 
wish to convey their thanks to the Arab 
Governments and to all our customers in 
the Arab countries and abroad, whose en- 
couragement and support have led to the 
good results reflected in the Balance Sheet. 

The report was adopted. 





ASSETS 


Cash in Hand and at Banks 
Securities (Market price). . 
Bills Discounted .. 2 
Loans to Customers 


Furniture (at cost, less amounts written off) 
Other Assets : 2 : ne 


LIABILITIES 


Deposits and other Accounts 
Bills Payable 
Guarantees and Credits (per contra) 
Other Liabilities and Provisions 
Authorised and Fully Paid Capital: 
37,500 Founders’ Shares of J.D. 8 each. 
337, 500 Ordinary Shares of J.D. 8 each .. 


Reserve Fund 
Special Reserve 


Net Profit (after providing for Reserves) 


Abdul Hameed Shoman 
Chairman, Board of Directors 





ARAB BANK LIMITED 
BALANCE SHEET AS AT 31st DECEMBER, 1958 
To the nearest ¥.D.(Fordan Dinar) 


Customers’ and Branches L iability on Guarantees and Credits (per contra) 
Bank Premises and Sites (at cost, less amounts written of) ; - 














1958 1957 
J.D. J.D. 
23,572,446 18,283,782 
771,326 433,192 
4,869,513 4,628,236 
23,104,234 23,736,807 
23,769,088 26,357,040 
1,067,802 950,175 
275,430 246,536 
826,081 1,077,974 
78,255,920 75,713, 742 
1958 1957 
J.D. J.D. 
46,568,363 41,580,275 
584,405 1,096,663 
23,769,088 26,357,040 
; gi 659,588 460,523 
J.D. 
300,000 
2,700,000 
3,000,000 
1,200,000 
1,920,000 
- — 6,120,000 5,600,000 
554,476 619,241 
78,255,920 75,713,742 
Abdul Majeed Shoman 
Member, Board of Directors 


J.D. = £1 sterling 
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BANK OF SCOTLAND 








Important Developments in Banking Field 





HE Annual General Meeting of the 

Proprietors of the Bank of Scotland 

was held on April 7 within the Head 
Office, Edinburgh. 

The following is an extract from the 
statement by the Governor of the Bank, 
the Rt. Hon. Lord Bilsland, K.T., M.C., 
D.L., LL.D., which has been circulated 
with the Report and Accounts: 

Scottish Conditions: The figures of 
unemployment in Scotland have recently 
been at a level which has not been experi- 
enced since 1940, and are still 4.8 per cent. 
of the insured population. ‘This figure is 
higher than in any other region and arises 
from too great dependence on heavy in- 
dustry. Progress is being made towards 
achieving a sounder position; 500 new 
factories and major extensions, totalling 
more than 15 million square feet of space, 
have been built in Scotland in the past 
five years. ‘Three-quarters of the North 
American Corporations which have set up 
plants in the United Kingdom since the 
war are located in Scotland—a testimony 
to their satisfaction with Scottish conditions 
and Scottish labour. 

We look for much benefit from the 
Scottish Industries Exhibition to be held 
in Glasgow in the autumn of this year and 
which will provide a most comprehensive 
display of Scottish industry. 

Hire Purchase: Having long held the 
opinion that with the growth of hire pur- 
chase as a social habit the ownership by 
the Bank of a hire-purchase subsidiary 
company could be mutually advantageous, 
the Bank acquired by purchase in Septem- 
ber, 1958, the entire share capital of North 
West Securities Limited, on terms which 
the Directors consider satisfactory. ‘This 
soundly administered company with head- 
quarters in Chester is being vigorously 
developed and the scope of its activities is 
being progressively extended both north and 
south of the border. In the relatively short 
period which has elapsed since acquisition, 
the Directors consider the results to be 
most promising. 


Personal Loans: ‘The Bank has adopted 
a scheme of Personal Loans as an extension 
of its services. It is meeting with a steady 
and growing demand and attracting new 
customers to the Bank. It is our hope that 
through this scheme there will be a widen- 
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ing knowledge of the Bank and a growing 
appreciation of the facilities which it offers 
by those who might not otherwise have had 
the opportunity of contact. 

The total amount of these loans, while 
encouraging, is as yet small in relation to 
the total advances of the Bank. 


Centralised Accounting: The Bank, 
keeping in close touch with modern de- 
velopments in automation and electronics, 
has recently installed an electronic process- 
ing unit by means of which a major part 
of bank book-keeping at separate branches 
will be carried out at a central point. 

The equipment includes a highly ad- 
vanced accounting machine, introduced 
within the past few years on the Continent 
and now adapted to our requirements for 
banking operations in sterling. Already the 
current account transactions of several 
Branches are being carried out entirely by 
the unit and this is regarded as only the first 
step in a steady extension of the process to 
other Branches in all parts of the country 
involving the use of larger computers. The 
Bank is the first in Britain to bring into 
operation a system of this kind which may 
well revolutionise bank book-keeping, es- 
pecially as the unit is able to perform other 
functions of internal accounting and depart- 
mental recording. 


The Accounts: The consolidated profit 
of the Bank and its subsidiary—the latter 
in respect of only four months’ trading—is 
£,703,036, an increase of £66,075. In recog- 
nition of this improvement it is proposed 
that the final dividend be raised to 9 per 
cent., making 16 per cent. for the year, 
compared with 14 per cent. for the previous 
year. The dividend requires £414,000 and, 
after allocations of £200,000 to Reserve for 
Contingencies and £80,000 to Staff Pension 
Fund, there is carried forward £257,292— 
an increase of some £9,000. 

In the Consolidated Balance Sheet De- 
posits at £174,049,072 are £6,000,000 
greater than a year ago, but there is little 
change in Note Circulation. Advances have 
risen to £53,112,604—an increase on the 
year of approximately £12,600,000. ‘The 
Bank’s strong liquidity position is fully 
maintained with Cash, Bank Balances, 
Items in ‘Transit, Money at Call and Bills 
Discounted, totalling over £78,000,000. 

















AKTIENGESELLSCHAFT 


Balance Sheet as at December 31, 1958 
(abridged) 


ASSETS 


Liquid Assets (cash in hand, due from Deutsche Bundesbank, Credit 
Institutions (Nostro Balances) and others) . » 

Bills of Exchange 

Treasury Bills and Non- Interest- Bearing Treasury Bonds of the German 
Federal Government and the Lands 

Foreign Treasury Bills and Non-Interest- Bearing Treasury Bonds. . 

Securities 

Equalisation Claims on the Government (Currency Reform) 

Holdings in Syndicates .. 

Debtors - 

Long Term Loans 

Participations 

Real Estate 

Other Assets 


TOTAL ASSETS 


LIABILITIES 


Capital 
Reserves .. 
Pensions Reserve — 
Reserves for Special Purposes (including Taxes) 
Deposits of which: 
Sight Deposits 
Time Deposits 
Savings Deposits 
Borrowed Funds (Nostro Liabilities) . 
Own Acceptances and Promissory Notes in Circulation 
Loans taken at Long Term ; . 
Other Liabilities 
Profit ; 


TOTAL LIABILITIES .. 


DIUTS Cds BANK 





DM. 


1,742,358,464.89 
2,041,206,791.80 


'306,604,980.82 
99 073,958.34 
802,310,330.18 
479,723,699.62 
127,057,746.25 
2,829,144,946.92 
367,690,696.26 
62,400,000.00 
142,000,000.00 
111,087,992.46 





9,110,659,607.54 





130, 162,200.00 
75,440,843.96 


3,990,456,210.81 
2,456,43 1,675.60 
1 ,426,660,523.97 
76,154,490.36 
25,484,927.92 
312,085,325.92 
117,783,409.00 
,000,000.00 


9,110,659,607.54 








PROFIT AND LOSS ACCOUNT FOR THE YEAR 1958 


EXPENDITURE 


Expenditure on Personnel 

Expenditure for Social Purposes, Welfare and Pensions 
Other Operating Expenses ; 

Taxes and Similar Dues 

Allocation to Special Reserve Fund 

Profit ‘4 a = 


RECEIPTS 


Interest and Discount .. 
Commissions, Fees and other Earnings 


Frankfurt (Main), April 1959 


The Board of General Managers 


DM. 


165,972,092.42 
28,767,449.41 
50,179,271.29 
96,645,679.55 
35,000,000.00 
35,000,000.00 


411,564,492.67 








DM. 
145,041 ,616.29 
266,522,876.38 





411,564,492.67 
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ITALIANA 


BANCA COMMERCIALE 


HEAD OFFICE — MILAN 


London Representative Office: 21 Birchin Lane, E.C.3 


Balance Sheet as at December 31, 1958 


LIABILITIES 
Capital Stock .. - a oa L.2,450,000,000 
Reserves . a << és ,, 4,000,000,000 


Undivided Profits oe 7 af ” 921,655 
Net Profits 1958 ae - ss ,, 1,120,163,618 





Deposits . 

Cheques outstanding 

Liability on Acceptances ; 
Liability on Confirmed Credits 
Liability on Guarantees 

Bills for Collection 

Unearned Discount... 
Profits Brought Forward 


Other Liabilities 
Depositors of Securities 


ASSETS 


Cash on Hand .. 

At Central Bank ’ 

Government Securities and Securities guaranteed by the 
State .. na 5 a ‘a aul 

Bonds and Shares ; 

Participations in Affiliated Foreign Banks 

Participation in Banca di Credito Finanziario 

Advances and Current Accounts 

Bills Discounted 

Contango Loans “a ; 

Customers’ Liability for Acceptances 

Customers’ Liability for Confirmed Credits 

Customers’ Liability for Guarantees . 

Bank Buildings and Other Real Estate 

Furniture and Fixtures. 


Securities on Deposit 





e 


,;° 


7,571,085,273 
853,602,995,556 
24,173,027,333 
7,422,881,111 
25,789,995, 302 
78,926,778,093 
23,448,738,971 

| 850,583,122 
82,367,604 





F ,022,868,452,365 
8,138,543,800 
485,493,102,531 





a 


’° 


>] 


.1,516,500,098,696 


30,346,252,412 
79,980, 188,474 


208,470,022,580 
2,501,281,390 
154,646,925 

1 ,083,250,000 
392,196,051,540 
197,935,692,803 
6,039,618,534 
7,422,881, 111 
25,789,995,302 
78,926,778,093 
160,337,000 





L.1,031,006,996, 165 


485,493,102,531 





L.1,516,500,098,696 





























































LOM BAR 


YEAR OF CONTINUED IN 


The Annual General Meeting of Lombard Banking Limited was held on 
Wednesday, 29th April, 1959, at the Dorchester Hotel, Mr. E. G. Spater, Chair- 
man, presiding, and the following is an extract from his circulated Report: 

The year ended 31st December, 1958, covers the most interesting period in 
the history of the Bank. 

During 1958, most Banks took an indirect participation in Hire Purchase by 
acquiring equity interests in leading finance companies. This Bank’s established 
relationship with its Subsidiary Hire Purchase Companies is now the generally 
accepted pattern. 

PROFITABILITY 

The Consolidated Net Profit after taxation is £440,451, which compares with 
£274,817 for the previous year. From this Net Profit after taxation, transfers of 
£116,903 have been made to Reserves. The amount carried forward from the 
Profit and Loss Account is £244,053 as against £156,471 in 1957. 

You will observe that the Bank’s total of Capital and Reserves has increased 
substantially due not only to the transfer to Reserves but also to a substantial 
issue of 5s. Ordinary Shares. Your Board took that opportunity to apply fora 
quotation for our Shares. Our Shareholders now number many thousands. 


DIVIDEND 
Your Board has pleasure in recommending a Final Dividend of 84°, which, 
together with the Interim Dividend of 73%, already paid, makes a total of 16%, 
for the year, payable on the Ordinary Share Capital. 


RIGHTS ISSUE 

Your Board is making preliminary plans for a further Rights Issue of new 
Share Capital to support the current and continued growth of the Bank. 

No less than eight new Branches have been opened during 1958, and early 
in 1959 we initiated two more. New Branches will be opened as soon as qualified 
staff are available, at Durham, Middlesbrough, Hull, Worcester, Peterborough, 
Cambridge, Luton, Haverfordwest, Ilford and Watford, and in Etre at Cork, 
Galway and Sligo. 





SUBSIDIARIES 

Lombank Limited, our main Hire Purchase subsidiary in the United Kingdom, 
which operates branches throughout England and Wales, Eire and East Africa, 
extended its business considerably in 1958. Development will proceed, and to 
provide adequate accommodation for continued expansion the Head Office of 
Lombank now occupies a magnificent new building known as Lombank House, 
Croydon, Surrey. 

The Executive and Staff at Nairobi and Dar es Salaam in East Africa have 
succeeded in firmly establishing our interests throughout their territories. 

Senior Executives of Lombard Banking were invited to accept the respon- 
sibility of appointment to the Board of Lombank Scotland Limited, our Scottish 
Hire Purchase subsidiary. This example of foresight and encouragement has 
been widely applauded and is a clear indication that the importance of managerial 
continuity is fully recognised. 

Our business in Scotland has made a substantial contribution to our profits, 
and we look forward to continued expansion there. 


NEW ACQUISITIONS 


In 1958 we finalised arrangements for the acquisition of all the share capital 
of Awley Finance Company Limited. The excellence of the Management was 
one of the major considerations when the offer for this Company was made. 
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Awley Finance provides manufacturers and multiple Shop retailing organisations 
with a highly efficient service in financing customers’ requirements. 

Equity Credit Company Limited was acquired on 8th January, 1959. This 
acquisition serves the dual purpose of extending our interests in the British 
Isles and overseas into the Caribbean. 


OVERSEAS 

Australia.—It was decided to change the name of Consolidated Finance Cor- 
poration Limited to Lombard Australia Limited during 1958. This is our 
largest investment in the Commonwealth, and the Company continues to expand. 

In February, 1959, Lombard Australia Limited made a successful offer for 
the Issued Capital of Associated Acceptance Holdings Limited, Perth, Western 
Australia. 

New Zealand.—Little time has been lost in reconstituting New Zealand 
Guarantee Corporation Limited as the leading Hire Purchase organisation in 
New Zealand. The Chairman, The Rt. Hon. Sir Sidney Holland, G.C.B., C.H., 
has been enthusiastically supported by his Board. The Company has developed 
to the extent possible and has been so reorganised that it is ready to grasp the 
earliest opportunity to expand. 

During the year a successful offer was made to acquire the Issued Share 
Capital of the Worcester Finance Company Limited, Christchurch, and in 1959 
an offer was made for the shares of Otago and Southland Finance Corporation 
Limited, Dunedin. We now have three major operating Subsidiaries in New 
Zealand. 

Rhodesia. — Sir Thomas Chegwidden, C.B., C.V.O., Ch. Legion 
d’Honneur, accepted our invitation to become Chairman of Credit Cor- 
poration of Rhodesia Limited, which, following the opening of our new Branch 
Office, at Ndola, Northern Rhodesia, now operates throughout the Federation 
of Central Africa. 

The Head Office of Credit Corporation is now at the new Lombard House in 
Salisbury. 

Uganda.—The success of Lombard Banking Uganda Limited and its wholly 
owned subsidiary, Lombank Uganda Limited, has exceeded our expectations. 
This new Subsidiary will provide a worthwhile contribution to the profits of the 
Group. 

The Chairman of Lombard Banking Uganda Limited, Mr. J. T. Simpson, 
C.B.E., is also Chairman of the Uganda Development Corporation Limited, who 
are Our partners in this enterprise. 

Far East.—During 1958 we established Lombard Banking Far East Limited 
as a Bank in Singapore. Satisfactory progress has been achieved and our initial 
hopes for this Company have been exceeded. Lombank Malaya Limited is the 
operating Credit Finance Subsidiary in Singapore and throughout the Federation 
of Malaya. 

It is the Board’s intention to consolidate our various and many interests so 
that the parent Bank and its subsidiaries may gain strength as a closely knit 
Group. The opportunity will be taken to train and qualify many more of the 
younger members of our staff for greater responsibility in the future. 

Such results could only have been achieved by outstanding leadership and 
true co-operation on the part of all those who have the great responsibility of 
administering the affairs of your Bank. 

| express keen appreciation to our many friends and advisers who have so 
readily made available to Lombard invaluable help and guidance. 

The Report and Accounts were adopted. 
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ACCOUNTS 1958 


The Accounts and Annual Report for 1958 presented by the Managing Board of ab 
Creditanstalt-Bankverein were adopted by the shareholders at their Annual General 
Meeting on April 18, 1959. The following list shows the more important items of 








the Balance Sheet at December 31, 1958. Bs 
In Million In Million | % 
ASSETS Schillings LIABILITIES Schillings 18 
Cash and due from banks .. ae 1,230.0 Deposits ss - ol .. 6,327.9 
Bills discounted uy = 1,977.9 Savings deposits si <a -- 1,262.7 las 
Federal Treasury Bills mn bi 328.8 Capital stock - ee ok 500.0 
Securities and investments .. a 1,522.5 Surplus , a es 686.3 pe 
Inter-bank items ba ‘a - 460.8 Reserve for pensions a ‘cs 519.6 
Loans and advances ie .. 3,962.6 Other reserves - ou re 130.2 
Real estate and buildings .. - 16.6 Mortgage business .. i“ - 288.7 Vi 
Mortgage business .. os - 376.9 Other liabilities “ - - 284.2 ae 
Other assets .. i oh ~ 161.1 Net profit i 4 - “ 37.6 
10,037.2 10,037.2 





PROFIT AND LOSS ACCOUNT 
FOR THE BUSINESS YEAR 1958 (condensed) 





In Million In Million 
EXPENDITURE Schillings EARNINGS Schillings 
Personnel , ad 142.8 Net profit from previous an a 1.2 
Social Welfare Services, Pensions .. 36.0 Interest and discount : “a 255.8 
Materials and equipment .. F 31.2 Commissions and fees 24 a 172.0 
Taxes and levies - is ae 45.1 Other earnings in excess of other 
Allocation to reserve , 85.0 expenses... - Ka ‘ 24.7 
Allocation to reserves for pension Mortgage business .. ih 7 28.4 
obligations and severance com- = 
pensation .. is - oa 81.4 
Mortgage business .. icy - 23.0 f 
Net profit .. + i “i 37.6 
482.1 482.1 





It is proposed to distribute from the net profit as shown on December 31, 1958, 
including the carry-over from the previous year, which totals 37,633,528.51, a 7% 
dividend of 





S 35,000,000.— \ 


According to the 1958 report of the Managing Board, the Bank’s turnover 
increased during the year by 8.2°% to approximately 320 billion schillings. 

The balance sheet total rose by 22°, to 10,037 million schillings. 

Outstanding loan transactions, including current-account credits and_ bills 
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discounted, totalled 5,617 million schillings at the end of the year, an increase of 
1.025 million schillings. 

Mortgage business expanded as a result of the growing medium-term investment 
requirements of commercial, industrial and small-business concerns, and of longer- 
term construction loans. 

The Bank’s international activities have continued to progress satisfactorily. The 
documentary business remained stable at a high level. Transactions in foreign exchange 
and currencies held at the previous year’s levels, and in the securities business there 
was a Substantial increase in volume. 

Cash liquidity at year-end was 24.9%; including other liquid assets, the total 
liquidity ratio was 58.3%. 

The bill portfolio comprised nearly 20° of total assets. Holdings of Federal 
Treasury Bills increased by approximately 180 million schillings. 

Securities and investments rose in the aggregate by about 4%. 

Loans and advances made up about 40°, of the balance sheet total and deposits 
about 63%. 

Savings deposits have increased by 31.4%. 

After allocations to capital reserves in the amount of 101.8 million schillings, the 
Bank’s capital resources, including the uncommitted pension reserve and reserve for 
severance compensation, amount to approximately 294% of the capital stock and 
18.4°,, of the bank’s total legal obligations. 

Total earnings, including interest, commissions and other earnings, increased over 
last year by 16 million schillings. 

Personnel expenditures and expenditures for social and welfare services and 
pensions required additional outlay over last year of about 13.9 million schillings. 
At the end of the period under review 2,640 persons were employed. 


Vienna, April 1959. 








A child 
in this 
DO YOU STILL WANT nal 
condition 
to retain discarded bits and pieces ‘ 
of old jewellery, gold and silver ? iSa cry 


They could help this voluntary for help 
Hospital if sent to the 





Appeal Secretary, When advising on : 
FLORENCE NIGHTINGALE wills and bequests 
HOSPITAL, never forget the Pi 


19 Lisson Grove, London, N.W.1 a * § * P * e « 
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THE STATE BUILDING 
SOCIETY 








A Progressive and Virile Organisation 





HE 28th annual general meeting 
of The State Building Society was 
held on Wednesday, March 25, in 


London. 


Mr. Noel Cow, A.C.A. (the Chair- 
man), presided and, in the course of his 
speech, said: 


Once again it is my pleasure and 
privilege for the sixth consecutive year 
to report another record. 


The year now under review has been 
one in which we have seen tremendous 
fluctuations in the Bank Rate with re- 
sults which are apt to bring conflicting 
opinions as to the adoption of policies 
and rates of interest by Building So- 
cieties. ‘This has brought about, as you 
are probably aware, the breakaway of a 
number of Societies from the Building 
Societies Association. The present 
breakaway has, of course, vindicated, 
with respect, the policy adopted by our 
Society under the guidance of our 
Managing Director, Mr. H. H. Murray, 
in the first place in not being members 
of the Building Societies Association, 
and, in the second place, by determining 
our own independent rates of interest. 


Let me for a moment give you a little 
picture of 1958. We started with the 
Bank Rate at 7°%, which came about 
suddenly in 1957. ‘There was no cer- 
tainty, therefore, to any one as to which 
way the Bank Rate would move during 
1958. We have ended 1958 at a Bank 
Rate of 4%, namely, a tremendous drop 
during the year of 3°, which took place 
in five different stages. 


In retrospect you can, I am sure, see 


the difficulties with which your Board 
was confronted at the beginning of the 
year, and, of course, finally dealt with in 
what, in all modesty I must say, is 
tremendous success. 


The first danger to overcome was, of 
course, the fact that the Society lends 
its funds on long-term mortgages, but 
obtains its investment normally from 
very short-term investors. 


As you have been informed, last year 
my Board took early steps to regularise 
the position by introducing an innova- 
tion for the investment in the Society 
by creating ‘“‘ Fixed Term Investment 
Shares’. May I say immediately that 
this has proved a tremendous success 
and to-day about 50°, of the Society’s 
capital is secured on a minimum three- 
vear fixed term. 


In order to enable the Society to pay 
to its investors a higher rate of interest 
on the long-term investments the So- 
ciety, at the same time, charged to the 
borrowers a higher rate of interest on 
mortgages. ‘This, of course, was also in 
line with the Bank Rate at the beginning 
of 1958. In view, however, of the drop 
in the Bank Rate by the end of 1958 
the Society reduced the mortgage in- 
terest rate charged to owner-occupiers 


by 1%. 


But our Society did something else to 
stabilise the rate of interest, and the 
financial soundness of the Society in 
that the Society is lending money to 
large estates owned by property invest- 
ment companies. This policy has also 
enabled the Society to obtain a steady 
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flow of mortgages of owner-occupiers 
who ultimately purchase the individual 
properties from the limited companies. 


May I now turn to another side of 





. atiaililaaiaaaiaie ACCOUNTS: 
The Shares Account now stands at 
the record total of £9,482,965. New 
monies invested amounted to no less 
a total than £4,204,784, nearly double 
the amount we received in 1957. 
There were £474,725 of share monies 
withdrawn and the net increase in 
the Share Investors’ Accounts is 
£3,730,059. 

DEPOSIT AND LOAN AC- 
COUNTS: The total of the Deposits 
Account is £380,209, an increase of 
£116,910. 

MORTGAGES ACCOUNT: ‘The 


total mortgages reached the _ record 
figure of £7,795,141. Mortgages at 
the end of 1958 numbered 9,849 and 
the average loan 1s £792. 

RESERVE FUNDS: Our total re- 
serves amounted to £326,303, equal- 
ling 3.12 per cent. of our total assets. 


LIQUIDITY: Cash stands at 
£278,794 and Government and other 
Trustee Securities as at 31st Decem- 
ber, 1958, including accrued interest, 
amounted to £2,217,520, making a 
total of £2,496,314. This is equivalent 
to 23.39 per cent. of our total assets. 

ASSETS: The Society’s assets have 
risen by a _ remarkable increase to 
£10,445,664, showing an increase of 
{4,070,030 in the year. 











our Society’s stability, namely, ‘Trustee 
Securities. Once again the value of 
these are in excess of the purchase 





price, as you will note from our Balance 
Sheet, and as you can see through the 
choice made by your Board its Trustee 
Securities has never in the history of 
our Society shown any depreciation or 
loss. 


Most of the proposals contained in 
the House Purchase and Housing Bill, 
1957, are almost identical with the policy 
carried out for many years by our 
Society and, if I may be permitted to 
say, it would appear that our Society 
has, in fact, had its own ‘“ Housing 
Act’ for many years. 


Our achievements are so outstanding 
that, in fact, our profits are larger than 
those of other Societies of our own size 
and, in fact, exceed the profits of many 
much larger Societies. The policy which 
the Society has carried out under the 
guidance of our Managing Director has 
again reaped for our Society the fullest 
benefit obtainable. 


Our Society’s assets since the publi- 
cation of the 1958 Accounts have grown 
further, and our assets now approach 
£12,000,000, and we, under the guid- 
ance of our Managing Director, look 
forward to another year of growth, 
security and success. 


May I therefore now conclude by 
repeating what has now become our 
permanent motto, “‘ For safety invest in 
the State ” 

The report was adopted. 


A full copy of the Chairman’s speech 
may be obtained on application to the 
Secretary, 26 Upper Brook Street, Park 
Lane, London, W.1. 














Please Remember 


“HURCH ARMY 


FIGHT THE 





GOOD FIGHT 





This Great Christian Work through its many Evangelistic and Social 
Activities has touched for the better the lives of untold thousands. 

The scope of the Society’s welfare activity offers something to interest every 
person of goodwill ... Mother and Baby Homes, Old People, Young People, 
Distressed Gentlewomen, Holiday Homes, Evangelism—these are but a few. 


Enquiries should be addressed to: The Chief Secretary, The Revd. E. Wilson Carlile, B.D., A.C.A., 
Church Army Headquarters, P.O. Box 420, 55 Bryanston Street, London, W.1 
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U.K. Income Tax-free bonus of £3 per cent after 7 years. 
If held for full period, worth {5.12.6 per cent (gross), when 
income tax is paid at 7/9. 

NOTE Income tax is not deducted at source. 


Maximum holding £2,000 


(exclusive of holdings of previous issues) 


Free details from Post Offices, Banks or through your Stockbroker 


Jhe Best Ever 
EFENCE BOND 


ISSUED BY THE NATIONAL SAVINGS COMMITTEE, LONDON, S.W.7. 
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Is A COMPLETE LIBRARY ON 
BANKS, BROKERS, LIFE INSURANCE COMPANTESS 


and other financial services. 
Order your DIRECTORY today. You may need it tomorrow. 


Five-Year Contract: $25.00 a copy Single Issue: $37.50 a copy 


R. “UO feashors & CO. 


Nashville 3, Tennessee 

















The Banker 


is obtainable from booksellers or newsagents, or from 
The Circulation Manager, Bracken House, 10 Cannon 
Street, London, E.C.4, for 42/- per year, including postage. 
Trial subscription 21/- for six months, including postage. 
Special rate for students on application. 


For the convenience of overseas readers, 
subscriptions can be paid in local currency to 
any of the following addresses: 


U.S.A. British Publications Inc., 30 East 60th Street, New York 22. 

Canada. Wm. Dawson & Sons Ltd., 587 Mount Pleasant Road, Toronto 12. 
France. THE BANKER, 36 rue du Sentier, Paris 2 (e). 

Germany. THE BANKER, Siebengebirg-strasse 5, Bonn. 

Belgium. W. H. Smith & Son Ltd., 71/75 Boulevard Adolphe Max, Brussels. 
Switzerland. Azed A. G., Dornacher-strasse 62, Basle. 

Italy. Messaggerie Italiane S.p.A.,52 Via P. Lomazzo, Milan. 

Greece. International Book and News Agency, 17 Amerikis Str., Athens. 
Brazil. R. B. Turnbull Ltda., Praca da Republica 148, Sao Paulo. 


Or from Newsagents in all countries. 


If any difficulty is experienced please notify ‘The Circulation Manager, Bracken House, 
10 Cannon Street, London, E.C.4 











The Banker SUBSCRIPTION FORM 





To: The Circulation Manager, 
The Banker, Bracken House, 10 Cannon Street, London, E.C.4 
for which please 


I | We enclose herewith remittance for £ 


forward, by post, a copy of The Banker each month for a period of one year 


commencing with the current issue. 


Name 





( Block letters ) 


SUBSCRIPTION RATES 
12 months 2:2:9 
U.S.A. and Canada $6.00 


(including postage) 


Address 
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